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IT IS HEREBY STIPULATED AND AGREED by and 
oefcveeo the attorneys for the respective parties 
hereto that all objections, except as to the form 
of the question, shall be reserved to the time of 


trial. 


IT IS FURTHER STIPULATED AND AGREED that 
ito within examination may be subscribed and 
a'vo.cn co before any Notary Public with the same 
•free and effect as though Bubscrlbed and sworn 
<■ o be fore 11 e Court. 


IIR. 1/j.LLJ S: Let *8 note for the record 

that this examination is being conducted pursuant 
.0 an Order of the Court cated September 26, 

; f >V i. Mv. Robert R. Felton, the plaintiff, is 
core and 3. v/il.i aslc the Reporter to administer 
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oOo 

ROBE R T R . FELTON, Plaintiff, 

beln /5 first duly sworn by the Notary Public, 
Bernard Jacobs, was examined and testified as 

follows: 


HR. FELTON: At the outset I would like to ‘ 

just say this: I was in touch with my office and 
1 informed that you are requesting the Court 
for an adjournment of the class action motion, 

.■.)rl I am addressing this to you, Hr. Willis, a 
class-action motion because of the fact that you 
would like my deposition, plaintiff’s deposition, 
rod so I request this: That the original of this 
c .'DOoltion which you will send me for purposes of 
my execution, that this original be sent to me 
within two days of your receipt of the same. 

FiR. WILLIS: V/ell, your request Is noted 

bet wo will follow the procedure prescribed in 
tie rules. 


MR. FELTON: 
1 want to know it 
on the 

this particular r. 


You are not going to do that? 
for the record. I am going to 
h in Court and I want to memorialize 
tatomerit or your statement to this 


•■>5 
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effect. 

Arc you going to send it to me In two 
'•■lyf., '-wo dayr; after you receive it? 

r!R * WILLIS: Kr * Felton, we will comply with 

tue rules and I am prepared to proceed with the 
examination. Are you prepared to proceed? 

HR. PELTON: I am prepared to proceed. 

EXAMINATION BY 

MR. WILLIS: 

C Would you state your full name? 

MR. FULTON: Just a moment. 

Q you ready now to proceed? 

Of course. 

Q Would you state your full name? 

Robert R. Felton. 

0. What is your address? 

Eln;M. Washington Avenue, in Lawrence. 

Q Lawrence, Mew York? 

Long Island, Mew York. 

Q What is your office address? 

A H2 Third Avenue, Mineoia, Long Island, New York. 

Q What is your age? 

A !|H. 


A 


A 


A 


A 


. ’ • : 1 


Q 


Would you state for the record what your 
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educational background is? 

A Yes. I am an attorney. I was admitted to practice 
in the Second Department In 1951, having graduated from 
Brooklyn Law School in 1950. 


A I am a certified public accountant and have been 
since 1954 or ’55. 

Q Yes? 

A J took my undergraduate training at NYU at uptown 
and completed it at LIU. 

P Did you get a degree? 

A I have two degrees. I have a degree, Bachelor, I 

X 

- believe, in Science, in Accounting. 

P Yes? 

A And I have an LLB Degree in Law. 

Q The Bachelor's Degree, your undergraduate 

Bachelor’s Degree, was that from Long Island University? 


Yes. 


When was that awarded? 


That was awarded somewhere in the neighborhood of 


1948 , ’ 49 . 


Did you then enter Law School upon completion — 


*T. riT~r*V\2 - r*’ T7 •»- » * » • 
• •• : ’t ’ • * 

, . •. V * • ' 


Q 


What dirt you do between college and Law School? 
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1 Z° :lT, r> to college and Lav; School at the same 

time. 


Q 're 3? 

A I was going to Law School in the evenings. 

Q Yes? 

A And 1 completed my education fit Brooklyn Law 
School in the ISvenirg Division. 


V'hen d:-d you begin your education at Brooklyn 

Law School? 

A m on y. was eighteen years of age, that is 19_ 

I imagine somewhere around l<?lS7. 

V/ben die you get your LLB Degree from Brooklyn 

Lav; School? 


A 1”5D, 
of 1950. 

Q 


Jn August — late August or early September 
Did you commence legal practice after your 


graduation from Law School? 


A I commenced the oractice of law approximately in 
the year 1953. 


What did you dc between the time you. completed 
Law School and the time you began lav; practice? 

A l was completing my — experience requirement for 
purposes of becoming a certified public accountant. You 
are required to work for approximately three years. 
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3 For whom were you working? 

A far as firms, this goes back many, many years. 

I don't really recall. 

Q Yes? 

A They weren't major firms. One firm was a major 
firm that has since been consolidated with either 
Peat, Marwick & Mitchell or Rosa Bro3. and Montgomery. 

It war, a iredium size firm. 

Q Do you remember the name of it? 

A Leslie Banks 2 Company. 

Q Did you work for any other accounting firms 

during that period prior to 1952 and 1953 when you began 
the practice of law? 

A A:; V. said. I said 195?, it could be 1953* 

Q X said :• n 1952 or 1953. 

A 1 believe I worked for one or two others. By the 
way, I might add, in Leslie Banks & Company, I worked 
in the — the Tax Department. 

HR. WINN : Are you trying to cut off my 

hearing? 

THE WITNESS: T am sorry. 

A '['here was another firm that I worked for where the 
principal partner was a judge. I forget his name. 
o Do yon remember the firm? 
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A No, 1 don’t. 

Vhls was an accounting firm in which the 
principal partner wan a judge? 

A Yes. 

Q * sitting judge? 

A I believe he was a retired Judge. He was an attorney 
end a c.p.a. 


Other than Leslie Panics ft Company, .can you 
tell us any otbc-r accounting firms that you worked for 
prior to 1.952 or 1953 when you began the practice of law? 


A No, I don’t. As I say, 
would I not remember — re cal 
reco-x a •*!*)would refresh piy 
as far as that is concerned. 


this — and not only _ 

1, but I don’t have any 
recollection to that, 
This is a period of now 


twenty-five years ago. 

Q Yes. 

And basically, the firm that I spent most of my 
time for was — not most of my time, but a good portion 
of my txm 2 — was Leslie Banks % Company. 

Q Prior tc 1952 and. 1953, did you work for 
any other accounting firms? 

A No. 


Q You mentioned that you ware admitted to the 
Bar in the Second Department in 1951? 
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A Correct. 

Q Have you been admitted to the Bar of any other 

Court? 

A Yob, the Eastern District, U. S. — United States 
Court, Federal Court, District Court for the Eastern 
District, and the United States District Court for the 
Southern District of New York, and to anticipate your 
question, I believe I was admitted, to the Bar of these 
Courts approximately in the year 1955, 1956. I may be 
mistaken., but that ;ls the best of my recollection. 

0, Have you been admitted to the Bar of any 
other Court? 

A No. * 

0. When you began your practice of law, did 
you practice alone or did you associate yourself with 
other lawyers? 

A I have always practiced alone. 

Q Where did. you open up your first law office? 

A ‘ My first lav; office was at 60 East A 2nd Street. 

Q Yes? 

A That is the Lincoln Building in Manhattan. 

Q from that time forward, did you devote all 

of your time to the practice of law or did you engage 
in any other activities? 
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A I have bean — from t v» tine I first opened — opened 
my first offjoe for the practice of law to the present 
time, I have been solely engaged in the practice of law. 

You mentioned that you were certified as a 
public accountant? 


A Yes. 

’tten did you get your certification? 

A J believe I said before, I testified before, and 
I repeat it again, somewhere in 1953 or * 5 * 1 . Perhaps 
■55 at the latest. 

0. Have you since that time practiced the 

account 1 pp ; ; profession? 

A No: not at all. 1 

Q Never? 

A - L have never practiced the accounting profession. 

How long did your office remain at 60 East 

‘'.2nd Street? 


A .Sometine to the latter part of 1950. In the 

1950's, E should say. 

Q "he latter part of the 1950 ’s? 

A Yea. 

Q All right. 

A Or maybe close to I960, somewhere along that line. 

R r t'o where did you move your law office at that 
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* Garden City, Long Island. 

l/nat was the address? 

A 61 Hilton Avenue, Garden City. 

C Jhere again, you practiced alone? 

A Yea. 


How long did your office remain at the Garden 

City address? 

A ;/e.U , there was only cno other move and that was 
1; ° W Present location which was H2 Third Avenue, 

Mineoln, end I believe I am at >12 Third Avenue somewhere 
in the neighborhood, of six or so years. 


(} Have you ever had any other lawyer associated 
with you on either a full or a part-time basis since 


.you began the practice of law? 
A No. 


C How largo physically is your office? 

A Yow largo? 

0 Yes. 

A It’s larger thin for most individual practitioners 

because I have a very huge — I consider huge — large 
waiting room. I have a private office. 

^ Yes? 

A And I have a conference room. In fact, the office 
that I occupy now, when I first took it over, accommodated 
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oV 0 attorneys, one in the conference room which was his 
private office, and one in my private office. 

1)0 now > as 1 R ay» this office which accommodated 
two attorneys accommodates myself. 

Q Is there a space for a secretary? 

A Oh, sure. 

Q And you do have a secretary? 

A Yes. 

Is that a full-time secretary or part-time? 

A Yes , full-time. 

Is she the only employee that you have? 

A Correct. 

Q And do you have a library? 

A Yes. 

\nd how large a library do you have? 

A My library is not large because — I happen to be 
a member of the Nassau County Bar Association and I am 
approximately three blocks from the Supreme Court of the 
County of Nassau which has a huge library which is at 
my disposal, of course, during — 9:00 to 4:30, and 
I have had the occasion, and as a matter of fact, I 

require the use of this library on a very —— a very 
consistent basin. 

Do you subscribe Rt your office to any 
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Felton Hi 

Securities Law Reporters or publications? 

A No. 

I 

Q Do you have the Federal Reports? 

A A si cay, this is available to me and I have made 

use of the Nassau Supreme Court Library for this, 

Q Yes, but you do not subscribe to the Federal 
Reports yourself? 

A I feel it would be a duplication in view of the 
fact that I have the convenience of individual rooms 
up there for purposes of my — of my — legal work. 

Q Do you have the United States Code in your 
office? 

A Once again, 7 refer to my previous answer. No, 

I do not. 

Q Mi at type of practice have you had over 3 ay 

the last four or five years? What type of legal work 
do you do? 

A Litigation, litigation. 

• Q Is it solely litigation? 

A Solely litigation. Of course, when I say ’’litigation 
it doesn't mean that cases are litigated to conclusion. 

4 

Hopefully, a good number of my cases we will prepare, 
the overwhelming amount of them, we will prepare are 
settled. But at the same time, basically, this is what I 
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consider to be litigation. 

Q But you do not handle wills or estates or 

I 

real estate matters, I take it; is that correct? 

No, except occasionally for a friend as a favor, 
but basically I would say I am — a hundred percent 
litigation. 

Q What type of cases have you handled over 
the last four or five years? 

A Basically, I represent litigants in the negligence 
field-. 

Q v Jhat percentage of your practice would be 
devoted to matters in the negligence field? 

A The greater proportion, the greatest proportion, 

obviously. 

Q Over ninety-five percent? 

A Yes. 

Apart from your negligence cases, what other 
kinds cf cases have you handled over the last four or 
five years? 

A ‘When you said before, when you suggested ninety- 
ive percent, I would say it would be closer to complete, 
the negligence practice in the litigation field. 

Bo you see what I mean? In other words, when 
you are talking five percent, this is perhaps those cases 
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Felton 


that I handler! as a courtesy to friends, but they are not 


billing cases as far as fee-wise, 


fio far as billing cases, would it be correct 


to say that a hundred percent — 


A yes. 


— cf your work has been handling negligence 


field? 


In the litigation field. 


Q When we say "negligence," this generally refers 


to automobile accident cases: is that correct? 


A Well, automobiles, product liability, railroad 


cases, malpractice cases. 


Is the present action the only securities 


case that you have ever been involved in? 


Q What other Securities Act case have you been 


involved in? 


Presently, I am involved in the Equity Funding 


litigation. 


That is the only other securities case In 


which you are involved? 


Correct. 


you are a plaintiff in that case, are you 


not? 
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What ls fche sfc age of that case at the present 

t into ? 

r loll, 1 don't know what you mean by "stage." 

Is It near trial? Is It In the discovery 

s’ t age? 

A In the discover stage. 

Q ./hat is going on at the moment? 

A In the discovery stage, we are presently In the — 

In the conferencing for purposes of a consolidated 
unified complaint. 

Q There are „iany plaintiffs suing out of the 

: 

equity Funding problem; isn't that correct? 

A Yes. T would say — well. I'll just say you are 
correct. 


.‘heii, is the title of that case that you have? 

A I don't have the title before me. 

Q Well, would it be Robert R. Felton, Plaintiff. 

against — > 

A Ye 8. 


Q Who was the first-named, defendant? 

^ •* might be Equity Finding Corporation of 

America. 

Wow, once again, as I say, this lc purely off — in 











the course of my memory. 

Q You weren’t the first plaintiff to sue in 

Equity Funding, were you? 

A No, but I vra6 pretty much — one of the first 
plaintiffs to sue. 

Q In drafting the complaint against the Equity 
Funding defendants, did you follow the form of complaint 
that other plaintiffs had used? 

A No, not really. 

0 You had. one available? 

A No, I didn’t have one available either. 

Q You say, "not really"? 

t 

A That : s right. 

Q Did you have — 

A Are you. suggesting that what I did was I waited 
and perhaps copied somebody else’s? 

0 I am just asking whether you did. I am 
not suggesting anything. 

A I want; to say this to you, if I may: Moore’s Form 
Guides I an sure you have referred to in drafting 
complaint a ■; haven’t you, Mr. Willis? 

Q This ir, not my deposition. 

A I understand. This is a rhetorical question and 
you have given me an answer. 
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q Would you answer my question, Mr. Felton? 

A Would you repeat your question? 

In drafting the complaint which you filed 
against the Equity Funding defendants, did you follow a 
form which had been used by another plaintiff in that 
litigation? 

A And I said, "Wot really." 

Q And. I am asking you now, what do you mean 
by "Not really"? 

A *hvxt j. moan, sir, is tills: I did my own work. 

By that, I plotted in my mind what I thought a good 
complaint should be composed of. I first traveled to 
the —• or walked to the Supreme Court Library and spent 
many hours reading a two-volume work by Professor 
Bromberg on Securities for 10B5 Violations as well as 
other soot.ions of the Securities Exchange Act of 1933 
and 193* 1 !. I spent hours reading the Wall Street Journal 
accounts of the Equity Funding fraud as it was unfolding, 
read other accounts in The New York Times— these are 
all available at the library — put my notes together, 
spent some time looking at some of the other complaints 

that some of the other people had done because I realised 
there would be a number of litigants involved in this 
case. And, as I sstd before, we are basically looking 
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for a unified consolidated complaint. 

At the same time, a number of defendants in the 

t 

Equity Funding case were not defendants in a lot of the 
other actions. As a matter of faot, I believe that in 
my case there are at least two or three or four defendants 
who are not defendants in any of the other actions pend¬ 
ing in the Equity Funding litigation. 

Q Yes? 

A So, if you are asking me if I referred to any 
other complaints, yes, I did, but only after I had my 
own notes in mind and decided who I was going to sue 
and what I was going to sue and after spending time 
reading the Wall Street Journal and New York Times 
as well as Barrons' accounts of it, especially in view 
of the testimony — not the .testimony, but the state¬ 
ments of the insider and al30 the controller, I don't 
want, to mention names at this point, of the Equity 
Funding, who disclosed the fraud. 

Q In your complaint in Equity Funding, did 

you copy any of the allegations from the complaints 
which will be filed prior to yours? 

A Did I copy? 

0 Yes. 

A IJo. When yot. copy — I photostated one or two 
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paragraphs, compared their thinking to my thinking and 
presented what I considered to be my complaint based 
upon what my findings are and based upon what ray under¬ 
standing of the fraud laws, security laws that were 
involved are. 

Q Is it your testimony that the precise 
allegations in your complaint were not copied from 

comparable allegations In complaints filed prior to 
yours? 

A "hat is not my testimony. My testimony is what I 
have previously said. 

Q V'ell, did you copy into your complaint allega 
tions from complaints filed by other plaintiffs? 

A Where the thoughts in those complaints coincided 
with what my understanding of what the fraud was and 
the fraud lavs, I used their thoughts. 

New, if you said "copied," I value too much my own 
educational background and my own abilities to think 
and re.ar.on to have copies just from the standpoint of 
copying. 

Yes, if you would say this: That if there are 
other attorneys who have prepared certain points which 
I think are corract, perhaps you might say this would 
be a variation on a theme. Basically, we are all looking 
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for the* same thing in that litigation and that is for 
purposes of — reaching a proper stage of a result. 

0 . Tn order to bring this area to a close, if 
I were to bring into the room right now your complaint 
in the Equity Funding case and the complaints of other 
plaintiffs filed, prior to yours, vrould we find any of 
the allegations that were word-for-word identical? 

A imagine so. And I this to you: That’s the 

seme way that I prepared and I have prepared in the past, 
using- Koore’s Forms and using Bender’s Forms, 
using forms that are available in the field of standard 
cownl8irt3 cf any type. 

« 

For example, an allegation of — in a particular 
negligence complaint denying contributory negligence, 

I would venture to say in practically any complaint that 
you woujgI find the same allegation, that is, the 
accident was occasioned solely as the result of the 
negligence of the defendant and without any contributory 
negligence or any contributory negligence on the part 
of the plaintiff. 

Dees this mean that if the copy is made, if this , 
was wrong lav;, that X would oopy it? No. 

If what you are saying, sir, is that I Just Jumped 
on the bandwagon, T say, no. 
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So, if you have somethin?; to bring into the room. 


bring it In. 


Would you -- 


A And believe me, if the facts are that there were 
certain prima facie allegations which are the same or 
similar to others, I say this; that I believe they were 


correct 


Nty complaint on the other hand covers other 
defendants and if you say to me, sir, that my complaint 
is an exact copy from allegation 1 to allegation whatever 
it is on the Equity Funding matter, any other complaint, 

I say show it to me, sir. Let the record speak for 


itself. 


Your work on the Equity Funding matter 


commenced in 197.3; is that correct? 

A The disclosures were sometime, I imagine, in the 
middle of March of *73. 

Q And am I correct that your work on the present 
case, Felton against Walston, also commenced in 1973? 


Yes. 


c? Prior to 1973, have you had any experience 
of any kind with actions under the Securities laws? 

A 1 was very interested in the Four Seasons Nursing 
Home securities fraud for two reasons. Firstly, the 







scope of it. 


Q Yes? 

A And secondly, the fact that I lost money on it 
through Walston and Co., and at that time my registered 
representative, James Nissan. So I spent a lot of time 
in Federal Court reading. 

I was also interested in the SEC against Texas 
Gulf Sulphur just from the standpoint of the entire 
background of the reportB because at the time I vividly 
recall — not vividly recall but I recall the newspaper 
accounts as to the disclosures and non-disclosures. 

So I spent time at it. There is one case, I 
believe — all right, that’s not important. 

0. I am really not asking about cases that 
you may have had some interest in. 

A IVs more than interest, sir. I actually read some 
of the complaints and I spent sometime looking at some 
of the — well, I read some complaints, I should say. 

t 

Q Apart from the action which you have 
commenced here and the action which you commenced in the 
Equity Funding matter, have you handled any litigation , 
or have you represented any client in any Securities Act 


matter? 
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Q How many cases over your career have you tried 
to a conclusion? 

A That’s not a fair question. I will explaint to you 
why. 

My understanding of the class action suits is 
that very very few of them go to a final conclusion. If 
you were to ask me how many cases I was involved in where 
I selected a Jury, where I presented the plaintiff’s case 
and based upon what my proof was, that the case was 
settled, you would get a fairer picture of my ability 
as an attorney in cou”t. 

How many casesthave I tried to a conclusion? 

Q Yes. 

A I cay this, sir: My cases are very well prepared 
and I arr prepared to try any case to a conclusion. 

I 

At the same time, I am usually disposed to compro¬ 
mise end settlement. So very rarely, percentage-wise, 
are any of the cases, if you would take the number of 

cases that I actually come into court with', select a jury_ 

to give you an example, I selected a jury within the last 
two weeks on two cases in Supreme Court for the County 

t 

of Nassau. Noth of them — both cases were settled. 

One of them in A Part before Judge Lynd, and the other 
case at Trial Term, Part I. 
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0 Yes? 

A And I am not reckless to the point of not heeding 
a compromise or a settlement. At the same time, my 
cases are well prepared to be tried to a conclusion. 

Q Well, I think everyone agrees that settle¬ 

ment is always commendable, but, have you tried any 
case to e conclusion? 

A Oh, yes. 

Q How many? 

A I would say in the last four or five years, in 
tho neighborhood of 25 to 30 , 20 to 30. 

Q 20 to 30 xn the last four or five years? 

A Five years. I sould say perhaps 20 or so would 
be more conservative than the 30. 

Q Yos? 

A And this of course is purely right now a very 
speculative figure. It is an approximate figure. 

Q What is the largest verdict that you have 

ever obtained in an.y case? 

A The largest settlement that I obtained, I will 
tell you this first, was $275,000, which was obtained ' 
withir the last three weeks. 

Q Yes ? 

A In the Supreme Court, County of Nassau. This was 
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a oac.o that was on the calendar in Trial Term, Part I. 

Q What in the largest verdict? 

A Under $10,000. 

MR. V/INN: Did you say under $10,000 or 

$ 110 , 000 ? 

THE WITNESS: Under $10,000. 

Q Did you say under $10,000? 

A Yen. 

Q Would it be fair to say that most of the 

negligence cases which you have handled have been in 
that range? 

A Under $10,000? 

Q Yes. 

A Most — a good part, yes. 

0 Yes? 

A And the reason I would say Is this: It is not the 
severity of the case or it's not the question of liability 
that determines it but the way the insurance law is in 
‘ Nevr York State. The great majority of those cases are 
drivers, I should say, insured in New York State, as you 
may know, of the minimum policy of $10,000 and $20,000. 

So it’s nothing to do with the complications of the case 
or the r.l7.o or the value of the case an much an dictated 


by the fact — and that’s why T Just would like to odd 
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at this point, most of my cases are settled because'we 
have good lav; now that If cases have values In excess 

4 

of $10,000 and if insurance coroanies do not bargain in 
good faith, then there is a good, chance that they may 
be responsible for any loss to their defendants. 

£!o most of the cases that are settled under $10,000, 
in view of the fact that where — I would say any — 85Z 
of those drivers in Mew York State, that is the figure, 

I believe, a^e insured for minimum coverage of $10,000 
and $20,000. 

Q Have you ever taken any law school courses 

or post-admission course with PLI or seme other body 

: 

with respect to actions under the Securities Laws? 

A 'fee. There was a course that I took, as a matter 
of fact — approximately two years ago or so. That 
vras given in Calfornia, Los Angeles. 

Q Who gave the course? 

A I don't recall. 

i 

1 Do you remember who the instructors were? 

A There were several Instructors. 

Q Do you remember any of them? 

A No. 

0 Was that the only course you have taken on 


Securities Law matters? 
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In any case? 


Never? 


A Vfhen you say — you mean prior to the Equity Fund¬ 
ing litigation and thlo particular litigation? 

Q Well, all right. Prior to that? 


In Equity Funding you have asked to be a 
class representative, haven’t you? 

A I have asked, but basically what Judg (Jagliardl 
has decided has been a team, a team of lawyers. 


MR. WINN: 


A what? 


THE WITNESS: A team of lawyers. 

Has Judge Tagllardi ruled on the class motion 


in that case? 


21 j 


No class representative has been designated? 


Have you withdrawn your request to be class 


representative In this case? 


It Just hasn't been ruled on; that Is the 


status? 







Felton 3 I 1 

A No. Actually what 1* Involved hero la there Is 
another problem. There la a multi-panel meeting that 
has ,1ust been held In New York determining exactly where 
most of the work will be done. There are a number of 
attorneys who are from California and there are other 
attorneys from New York. 

Q Do you expect to be very active In Equity 
Funding cases? 

A As I say, it depends on where most of the work will 
be done. 

Q If It's transferred to California — 

A Then, obviously, most of the work will be done 
there. « 

Q Have you ever been counsel to any class 
representative? 

A No. 

Q Were you ever appointed by a court to any, 
refereetrustee, referee or any position at all? 

•A No. 

Q Have any complaints ever been made against you 
in your practice of law? 

A Yes. 

Q By clients? 

A Correct. 
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Q How many? 

A Two. 

Q Were they referred to local Bar Aaaoclatlona? 

A Yeg. 

Q Were there hearings held? 

A No. 

Q What was the disposition of the oonplalntsf 

A In both cases they Involved clients questioning 

if there was enough motion on plaintiff cases. One 
client wrote the letter approximately three months after 
the case was institutued ajid the other one, if I recall, 
maybe in e. period of four months after. 

In both cases I wrote letters. Now, mind you, when 
I say — for a moment, before 1 interject this, this is 
a practice of law since 1953 or *5^, twenty years, and 

in both oases, I wrote letters explaining what work was 
done. 

0 Yes? 

A And I received letters back thanking me, in essence 

Q Letters back from the Bar Association? 

A Ye:?, of course. I take pride in my practice of 
law and you can’t — handling hundreds and hundreds of 
clients’ accounts for certain people who perhaps have a 
question or two or perhaps putting It in the form of 
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complaint. 

Q Were there hearings? 

A There were no hearings, and after my writing a 

letter explaining what I did on the case, that was the 
end of that. 

Q Have you ever had any dealings of any kind 
with Marine Midland Bank? 

A Dealings, no. 

Q In your complaint, your amended complaint, 

paragraph 6, there Is an allegation, and let me just 
read ltr 

Plaintiff estimates that the class Is In excess cf 
8,000 members and that Joinder of all members Is Impractical 
How did you calculate that number, 8,000? 

A Now, I am going to give you some figures but It Is — 
they are going to be off the top of my head. 

I would Just like to say that they will be subject 
to correction. At least I request correction when I am not 
in' a poosltlon to refer to my papers. 

Q If you would like to refer to papers now, 
that's all right. 1 

i 

A This will take hours to find. There were approximate¬ 
ly, at the end of 19C9, 1,000 recorded stockholders. In 
1972, the number swelled to 1900.(Referring to papers.) 
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The number of shares outstanding in 1969 swelled from ~ 
as of June 30, 1970, 1,442,968 of the 31 common 
stock class A issued and outstanding, to July 2, 1971, 

1.790,763 shares of common to 3omet/here in the nelghbor- 
. hood of over 2,400,000 in 1972. 

Let’s see if I have - if I am in a position to give 
you the exact figure. Otherwise, X request that we leave 
a space ‘and X could fill in that when I execute the 
deposition. 

Q Assuming that that is roughly right, how do 
you get from those figures to 8,000 clasn members? 

A In the year 1971 - 1970 and 1971, as well as 1969, 

I don’t have the exact date', when volume and recent 
origin of over-the-counter transactions have been reported, 
and there wa.3 no volume that was reported, what we have 
really here is this: We have distribution of shares to 
shareholders. We also have activity to push stock from 

4 and 3/* on duly 9, 1970 when I first purchased it, to 
524 sometime after July of 1971 or in June and July of 
1971. 

'3 .1.8 the figure 8.000 in paragraph 6 Just a 

shot in the dark? 

A It’s an estimate which T will be in a position 
to get ny facts when I get my discovery. It may very well 
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be more innocent victims who were fleeced over this period 
of time because I am sure of this, as sure as I can be 
without the facts that you and the other defendants have 
in your possession as well a3 the transfer agents. And 
even that won’t be very good because there could very 
well be a number of transactions where there vouldn’t 
be use of a transfer agent on short-term transactions. 

But X am sure, based upon what my studies of this 
particular case are, that those 1900 stockholders — > 

shareholders holding over tv?o million shares of the stock 
are of a different composition to the thcusand share¬ 
holders who were at the end of 3 969. Ancl I am sure there 
were a number — many, many thousands of people who were 
involved in these transactions during the time that the 
stock v;as being pushed,as I said, from the neighborhood 
of approximately $5 to close to $25. 

You get a lot of activity and need a lot cf trading 
to push the stock through these so-called resistance 
barriers to a point where ic reached the high before it 
took its — the beginning of its plunge. 

Q Is it then, a3 I understand, your testimony 
that the figure of ft,000 which is in paragraph 6 is merely 
a gue3s and that you don't have any calculations or 
figures which will show the number of members in this class? 
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A Not at this time. 

Q What is the definition of the class on which 
you are relying here? 

A The class? 

Q Yes. 

A Those purchasers and sellers of 31 securities and 
I would like to define it more closely. 

3i securities, they are common stock class A, 
(Referring to documents.) from the filing of the 1970 
10K to date„ but certainly to the filing of the 1972 • 

10K, — 

P Well — 

A — w.ion most of 1 the fraud — not most of it, when the 
fraud really wa3 placed in prospective. 

Q When was the 1970 10K filed? 

A Soraehwere in the month of December of 1970, 


Q Did that come to your attention when it was 


filed? 


A * No. 


C-. When did you first read the 1970 10K of 31? 

A In 1973. 

Q. Do I understand that your class includes all 
purchasers and all sellers? 

A All purchasers. 


• • v* . * • • 
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All right 


mat — I — I, at this point, refer to the previous 
answer where I said "sellers," and j realise what I meant 
because they are all purchasers. 

0 All right. 

A Ar d X say this: I reserve my rights to amend the 
complairt. This Is what I really meant. If there are 
any short sellers or any other types of transactions of 
one type or another or Increase sales or match sales. At 

this particular point, the class action and the class are 
all purchasers. 


and a match sale? 


A Where I — what I am going to do la tell you how I 
define that in relationship to what I said just previously 

it' wn3. 


• Sometime during the month of January of 1971, I 
wanted to soil securities that I had originally purchased 
in 197(». And when I called Mr. Nissan and I asked him 
what the quote of the stock was and. he said It was In the 
neighborhood of around *7.00, I said I wanted to sell 
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it and not to get into any reasons at this particular 
point because I reserved that v/hen he — because what I 
an doing ia — I don’t vrant to get a feel from what 
your question is of increase or match sales, and Mr. 

Nissan said would I mind very much if he increased my 
sale. And I asked him what he meant, and he said to 
me he had a purchaser, that he didn't have to look for 
anyone else who would buy my stock at that price. 

flhen he said that I withdrew my order to sell. 

3 Did you tell him why you withdrew the order? 

A He obviously was in effect telling me why I shouldn’t 
sell:, there was somebody he was recommending the stock to 
at s- 1 . So in effect why should T sel.l my stock if 
there wan somebody no eager that he wouldn't have to go 
looking for someone who was willing'to take my stock. 

0 What was — 

A Ho was right at that point too because the stock 
proceeded upward. 

• • 

Q What is e. match sale? 

A In the reference that I used, I U 3 ed the terms 
lnte *'c fringe ably, increased or matched meaning having , ’ 

someone who could buy what you have where you didn't have 

to re?ly on the bid ynd asked, because in the ovor-the- 

counter market there is a spread botween the bid and asked 






Felton 


42 


price. And no — I am referring to this In my own 
particular terms. I am not a broker and I am using the 
term In a layman sense as far as the brokerage field is 
concerned. It is whore the broker or the registered 
representative has a seller for the exact same price that 
the purchaser wants to sell, where there wouldn't be any 
need to take a lesser price or to look for a customer. 

Q You allege in your complaint in paragraph 7 
that you are, and I quote, "a knowledgeable person.” 

What do you mean by that? 

A If I learned one thing In law school. It was to be 
able to think, understand and to reason, to write briefs 
and to prepare matters, to counsel, to understand, to 
reason. 

No, I would like'to finish. Knowledgeable to 
this extent: What I have, what I brought in and what I 
was prepared to use, my own abilities to fill in the 
gaps. 

P When you used the word "knowledgeable” in 
paragraph 7, did you mean to imply that you were 
knowledge*able with respect to the purchase and sales of • 
securities, the securities industry? 

A Me, certainly not. 

Q You are not knowledgeable in that area, I 










take it? 


A No. 

Q All right. 

A That’s why I went to a registered representative 
and relied on certain statements that he made to me. 

Q Did you mean that you were knowledgeable as 
a lawyer under the Securities Laws? 

A Knowledgeable as a lawyer with the ability to, 

with my use or library techniques, to supplement my 
general knowledge with the specific knowledge that is 
required by this particular case. 

There are many, many cases in my own practice that 
invoD/e novel situations. I: have the abJ lity which I 
have honed over the years to be able to go to where 
whatever the work or treatise is, to glean what I feel 
is necessary for the situation. 

Q Do I understand you to say that this case 
i3, as far as you are concerned... a novel situation but 
that you feel that your general legal knowledge qualifies 
you to handle it? 

A Uben I say "novel," X v/as referring to my other 
practice. 

If you recall, I told you previously that I spent 
time with the Four Seasons Nursing Nome litigation as 
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an observer and also as an injured person. 

At that time, there was a class action suit where 
it was filed on my behalf as a stockholder. 

So, as an attorney as well as a party there, I 

was interested as to what the proceedings were and how 
the proceedings were going. 

So when I say "knowledgeable," it's based upon 
the fact that I was interested. I felt at that point 
I was being represented but I wa3 loarning. That’s 
why, a 3 t say, i took this course. 

Q When did you first read the Securities Laws? 
- A The Securities Laws? 

Q Either — 

A Are you saying that I picked up the Securities and 

Exchange of 19— the 1933 Act or the 1934 Act and read 
it? No. 

Did you ever read it? The Idea is, where you are 

interested in a particular part, you go to what you are 
interested in. 

Q I take it you have never read either the '33 
or the ’34 Act In its entirety? 

A No. 

••Jhen did you first read any portion of either 
the *33 or the »3i| Act? 
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A In 19— during my college years. I don’t — wherein 
I said 19— T don't remember the date. I believe I took 

r 

a course. 

Q What course did you take in your college 

years? 

A I don’t remember the title of it but it involved _ 

it didn't involve securities fraud per se, but it was 
a combination course vrhich referred to the Securities 
Lavra of ’33 and '34 and also to the Securities and Exchange 
Commission. Of course, there have been many, many 
developments since that time. I referred to when I 
was first Interested, as X say, in the Pour Seasons . 
litigation, but I made most ‘use of them — in the present — 
in the last few months. 

Q Is it fair to say that only within the last 
few months you have looked intensely at any part of 
either the *33 or the *34 Act? . 

A No. 

MR. WILLIS: Let’s take a short recess. 

(Whereupon, there was a short recess taken 
and the deposition resumed.) 

i 

BY MR. WILLIS: 

Q Mr. Felton, when wan the first time that you 
looked intensively at any provision of the ’33 or ’34 Act? 


. 
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A I believe that’a bean asked and answered. 

Q No. I believe I asked you Just before 
the recess, Mr. Felton, whether or not the first time that 
you had ever examined it was in the last few months? 

A No, but you asked — 

Q And X believe you said, "No." 

A What? First of all, X — are you testifying for 
me? 

Q I am trying to clarify it. 

A No, I — did. 

* misunderstood your answer, bear with me 

and let me ask you again and maybe that will will 

A I would like to refer to the last three questions 
before the recess and you will see it's been asked and 
answered. In fact, the last five questions. 

MR. WILlIS: Read it back, please. 

(Requested portion of the record read back.) 

Q ket me repeat the question. 

A • Do you vrant to strike everything before? 

Q No, let’s leave it. 

A All right. 

Q Mr. Felton, when was the first time that 
you looked intensely at any particular provision of 
either the 1933 or 193* Securities Act? 
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A During the Texas Gulf Sulphur litigation. 

Q In your complaint, it is alleged that there 

are common questions of fact common to the class. 

What are these common questions of fact? 

A Fraud, reliance, to various degrees, causation 
of loss, the various defendants who ore named in this 
particular lav; suit violated among other things Rule 10B5 

Q Yes? 

A Rule 10B5 as alleged in the various causes of 
action which caused the price of this stock to be In¬ 
creased. The — for example, the cause of action as to 
Main Lafrentz, as tD their certificates which appeared 
in the annual report, as to«the Data Bank license 
which was purchased at cost for one million dollars, 
which item represented approximately f)2,i of the total 
assets of 31 Company on the July — Juno 30, 1970 balance 
sheet which,as it appeared in the notes to the financial ' 
statement,contained material — representations, mis¬ 
representations of material facts as well as omissions 
of material facts which made the balance sheet as well 
an the annual repor-; misleading to various stockholders. 

fhat•e an example of common questions of fact and 
low an f ‘ar as the — as far an tho members of the class. 

Thon there wore other things involving purchases 
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of the -- these acquisitions, purchases of these businesses 
which were not performed, were not done at — as I will 
show, at arms length. In one case, well over three 
million Collars which was not disclosed, the worthlessness 
of It, until the filing of the 1972 10K by 3i where It 
was written off. And by the way, I might add the Data Bank 
license, the one-miilion-dollar figure, purchased at 
coot, wh:*ch was also written off as v/orthlesa on-the 1972 


T.ia various elements and questions of fact involving 1 
this as well as the role of Excerpts Medica Foundation, 
the contributing role in these violations; the fact 
that Petal- A. War Ten. who is a defendant in thin law 
suit, at one time wore three hats, a director of Excerpta 
Medica Foundation Stlchting, which :Ls the parent corpora¬ 
tion, then becoming a director of 31 and an attorney 
in fact, and agent of both the parent corporation. 

Excerpts Medica Foundation, signing the amendatory agree¬ 
ment in i971, I believe while he was the director of 
Excerpta Medica, the parent corporation, director of 3i 
Company, signing the amendatory agreement as an attorney • ’ 
in fact and/or agent of both Stichtlng, the parent corpor¬ 
ation , Excerpta Medica Foundation , as well as attorney 
in fact and/or agent or both of the defendant Medlsche 
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Referatan or referred 1:o as Medlsche. 

The questions — 

Q Wr. Felton, I really wasn*t inquiring Into 
your legal arguments. I was merely asking — 

A 1 understand. 

Q -- the common questions which I contend are 
in the case. 

A These are common questions of fact. I am Just 

outlining the questions of fact, what the facts are 
that we will prove. You may call them questions of fact, 
of law and fraud. 

Q We will get hack to that a little later. 

A Yes. 

Q Let me ask you this question: You have sued 

a number of defendants here. Thi3 is a complicated case 

that may very vrell be several years before it is concluded 

How do you, as a class representative, propose to finance 

the expense of the case? 

• 

A I am prepared to give a bond to cover the costs 
of notice to the class after 1 hove determined, and you 
will respond to my discovery so that I determine 
specifically, you know, who are the people to be notified. 

So I am prepared to give a bond and I am also pre¬ 
pared to spend whatever is necessary here to bring this 
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case t;o n conclusion. 

Q Have you made any estimates as to how much 

* • 

will be Involved in bringing this case to a conclusion, 
assuming that you are designated the class representative? 
A I made no estimate. At the same time, as.I said 
before, X am prepared to give a bond to the Court to 
protect so that all expenses will be taken care of by me. 


By you personally? 


A Yes. 


0, Is your financial condition such that you can 
finance a long, hard-fought litigation which this is 
very likely to be? 

A Yes. 

Q What is your present net worth? 

A I will say this, sir, it was a lot higher before I 
met Mr. Missan. 

m ‘ R,W - LY0N: To the degree it is necessary, 
1 will move to strike. 


Could you give us an approximation as to what 


it is today? 


Lot me give you an idea of how I feel about, this 


case. 


MR. KUNEM: Answer the question. Let's 


23 


get an answer here. 










Felton 


51 


A I am going to give you an answer in this way: 

T*y home is — has a mortgage of only $*1,000 on 

, r 

it. I am prepared to mortgage my home, for example, to 
the highest mortgage I can get for one thing, to finance 
the cost of this case. 

At the same time, I have a considerable practice. 

V*’ 

As I indicated to you Just a moment ago, there was one 
settlement made in the last month of $275,000 where a 
considerable portion of that will be mine. That was 

made in the last month. 

Q Yes? 

A X have a good credit record. And so — and so 
using the term "finance," I don’t plan to finance this : 

at all. I mean to pay this as I go. 

At the same time, I will — I will raise, if 
necessary, whatever money 13 necessary, and as I 
previously said, I am prepared to give a bond to the 

Court; for purposes of protection as far as costs are 

• • 
concerned. 

Q What is your net worth right now, approximate^ 

A On the home and loan, $70,000, approximately. j • 

Q Well, that's an asset. 

A That's net worth, sir. In other words, yes, 
that’s — that’s an asset in the sense if I would 
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sell ray home, my home would easily sell at $ 75 , 000 . 

And as I say, I have a mortgage of approximately $4,000 
to $5,000. So thafc T s $70,000 right there. 

MR. KUNEN: Is your home in your own 

name or your wife’s name or — 

THE wnTOSSS: My wife and myself. 

A As far as the net worth is concerned — 

Q You understand when I use the words "net 
worth," I am really talking about your total assets 
that may exceed — 

MR. KUNEN: He is an accountant. 

MR. WILLIS: Certified? 

MR. KUKEN: Yet. 

Q What is your net worth? I don’t really want 
to know about every asset or every liability. 

A I understand. I don’t have any liability except 
for the home — for the mortgage. 

MR. WIIfM: I can’t hear you. 

Q Can you answer that? 

A 1 would say somewhere in the neighborhood of 
$40,000 to $50,000. 

t 

Q Net worth? 

A Yes. 

<i In order really to finance this litigation, 

* 

• • # 

' ’ . '* , . : • * . 
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you would be prepared to borrow money on your home? 

A l.f necessary. 

r 

Q Where have you maintained stock brokerage 
accounts? 

A Merrill Lynch. 

Q Over what period of time? 

A I would say approximately six months or less. 

Q And what year? 

A I imagine In 1969 to 1970. 

Q All right. 

19*59 to 1970. 

Q What other brokerage accounts have you had? 

A Cpoenhe liner. * 

Q What period of time? 

A Approximately tvro years. That is, two years 

prior thereto. 

Q What other accounts? 

A Walston and Company. 

Q What period of time? 

A From 1970 to 19— to the present time. 

Q Wo you still have an account with Walston? 

A An Inactive account where there is a debit 
balance„ where 2,000 shares of 31 Company common stock 

are, and — (Referring to documents.) 

I 

r • . - 
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Q Would you consider yourself a sophisticated 

investor? * 

A Nc, not at all. 

Q All right. 

A Arything but, sir. 

Q How did you get introduced to Walston and 
Company? 
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A My brother heard of Mr. Nissan. 

f ' Vhat is your brother’s name? 

A Pr. Mar.wfell Felton. 

(-! He had heard of Mr. Nissan? 

A Yes, he never he — I don’t think he dealt with 

him. 

o What did he tell you about Mr. Nissan? 

A Weil, apparently he 3aid there were a number of 
doctors in Brooklyn vrho are using Mr. Nissan and — he 
suggested that x contact him. 

Q bid he say anything about Mr. Nissan*s 
qualifications or what luck these doctors had had with 
Mr. Ni&oaii? 

A Tbs only thing really he said was that Mr. Nissan, 
his •— ■— his hearsay which you are asking for now, 
evaluation of Mr. Nissan, was that he was bright. 

MR. WINN: He vrsa what? 



i * * 



l 
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THE WITNESS: Bright, 
MR. WINN: Bright? 
THE WITNESS: Yes. 


" 1 • ». »- 

t • • ;•*» 

. / V*.V-'*. # 




Did you get in touch with Mr..Nissan? 


3u.ro ly. 


.Did you call him on the phone or see him 


Personally 0 


I called him on the telephone. 

h . When was this? 

(I s :-furring to documents.) Do you have an idea. 


Mr. Lyon.? 


■'■R. L^ON: No, I’m waiting to hear from you. 

.Wwiiiuj at the end of 1969, the beginning of 1970, 

7 *'°l!--ivvj. i. imagine in 1969, yes. 

T, aat did you say to Mr. Nissan in this tele¬ 


phone J 0 .!. 1 ° 


v o..-.y 

V ■. 


. 'tv.*.* Ay. Nissan that I owned stock in some companies 


j ihvff. I as ccd if I could transfer my stock to his 

company ai d open an account there. Mr. Nissan said to 
1 M3 that he only had certain stocks that he followed and 

t 

j>i. t. oho only way tnat he would take me as a customer 

I 

! uould 2c ' 7 ' “* 5011 ray stock and send him a check so 

t.st I twi.l-i begin an account with his purchasing those 
iitock«s that hi? would recommend to me. 
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Q V/hat did you say to that? 

\ I said, "Fine. 1 I would try to sell the stock at 
"io time that I could get — »/hat I considered to be a 
* 2 lr price for them, and that I would be In touch with 

i 

him. 

Q Did you then sell everything that you had? 

A No. 

Q But you did sell some securities? 

A Yea. 

£. Then did you transfer the cash to Walston? 

t 

A 7 brought a check in. It was the only time I ever 
wot Mr. Ntrjsan, the day I brought thi 3 check in for 
$51,595.0;!. 

MR. R.W. LYON: Can we fix a time on that? 
THE WITNESS: I don’t know. 

Q When did you bring the check? 

A 7. don’t know. 

Q Do you remember what year it was? 

P 1 imagine it was 1969. 

0 Thin was a check of Merrill Lynch? 

A Yee. 

Q Payable to you? 

f \'cc, which I endorsed over to Walston and Company. 

'J Do you have any record that would show when 
Merrill Lynch leaned a chock of that nature to you? 
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A Mo, I imagine in 1 969 . Yes, sometime in 1969. 

That rac ;he only time I ever saw Mr. Nissan. 

C Have you produced here today your entire 

account; with Walston and Company? 

A Ac I indicated to you when I first walked in, 

S-s “ Indicated then, I wrote up a -- summary starting with 
the check from Merrill Lynch of $51,595, — 

Q Yes? 

A pit 3 those purchases that Mr. Nissan recommended 

to ;ne as. well as a check, an additional check which I 
cent to Mr. Nissan, co Walston, of $ 38 ,*J04.98. And during . 
that period of time two checks were 3ent to me of $10,025. 
Arid, so I 3c.y, 7. indicated all this to you when I first 
I'allced in arid also 3aid to ycu that I didn’t have those 
record 3 for some reason. But, also, I had copied from 
m. 7 oir.n records those purchases. As I pointed out to 
you, ni one of those purchases involved the purchases of 
.35. Company stock. 

Could we have that memorandum marked as an 
exhibit by the Reporter? 

.1 Surely. Py the way, you have a copy of it and 
you are looking at it. 

Q Yen, therk you. 

MR. WILLIL: May we mark as Defendant's 
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Marine Midland Exhibit 1 for identification a 
one-page memorandum which Mr. Felton has Just 
now described and produced, bearing no date. 

(One-page memorandum marked Defendant's 
'Marine Midland Exhibit 1 for identification as 
of this date.) 

Mft. FELTON: By the way, I would like 

to at the same time request that the photostat 
ubieh you have which I gave you of this memorandum 
be also marked 30 i r. case for any reason either 
O’c is lost, there will be one available. 

MR. WILLIS: I don't see any reason to be 

marking copies. 

MR. FELTON: It is a photostatic copy tnat 

y«'U have before you. 

MR. WILLIS: There i3 no end to that problem. 

MR. FULTON: We are not going to do that. 

■ . the same time, I fuel in view of the fact that 
have marked it there and there is an extra 
<uj>.y on your desk,there wouldn't be any hardship 
to have that a3.so marked by the Reporter at this 
tine. 

MR. RJ.LL.tS: j. t Just burdens the record 

unnecessarily. When it gets to your time to_ 
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m - FELTON: Why not keep it in the context 

-a che record? It seems to me there would be no 
reason for not having a photostatic copy also 
narked for identification. 


f'iR. WILLIS: When It comes time for your 
questioning, you can mark anything you want, Mr 
Felton. But I don : t propose to mark the same 

exhibit twice. 


HR. KONGM 


May I see that, please? 


MR. WILLIS 


1 , the figure of 


rep re 


ng the •'•Terrill Lynch check, where 




2 t that figure from when you prepared this 


sum 


■" I do is : or what 1 did was when I 

account I reconciled monthly the brokerage 


o UiXC I I:. il'C 


x checked whatever slips came in for 
also any payments, any checks 


wean 


of court- 


able or any receipts that I received 


brokerage firm, to determine if the running 
orithly basis was correct, similar to what 






' **. • * -i . •• 

■ -v V-: ' ■ 
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you vjould do if you reconciled your check book. . 

0 Is there some record that you presently have 
from which you got that figure? 

A Tit© sane thing — it’s Just an exact — not exact, 
but It’r: a copy of what I have, a pen copy of what 1 have 
at home. And the only reason I brought it was because 
:t said to you earlier, and I repeated just a few moments 

u, : :’o, S. don’t know where these statements are and — it 
has .vo connection whatsoever with any purchase of 3i 
because the Slrst purchase of 3i was in July of *70 
and this — as you say. Exhibit A ends on March 31 
of Id— March 31, 1970. 

Am I .say, the future purchases I had of 31 was 

9 

July u. 1970. 


do you have copies of your Merrill Lynch 


stf'fcrms.nfca of account? 
A Ao, 1 don't. 


m |t 
1 
I! 

*•* It 


tto you have your opening account statements 


tflth ity/istcn and Company? 


Ihin La the subject that I said, of this particular 


e ihib Lt. 


I understand it in the subject, Mr. Felton, 


out I still don't know where those figures on there 


came from. 
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I an> asking you: Do you have the statements of 
account of Wal3fcon and Company? 

1 Mo, I don't. I don’t know what happened to them. 

They are not — 




G They are missing? 

1 lfcey are missing, yea. 

C What is it that you copied to come up with 

the information on Exhibit' ?.? 

A At homo I have a rough — yellow pad which is a 
running balance* which 1 reconciled — I reconciled by 
the month. I didn't bring all of it because I brought 
the. statements instead. If I wore to bring that and 
show it to you, basically all it is is that which I 




* > 

y 




produce for the few months not involving 31 transactions, ~ . 

* % 

p.'.ua everything that went along up until today (indicating.) 


or not today, but pretty close to today. 

t haven't reconciled, I imagine, tie last couple of 
months, because the only thing that is changing in my 


account 

balance 


i:: the interest being charged on the small debit 
that appears on the account. 


Could I ask you that you produce this yellow 
pad that you arc talking about? 

Of course. 

3 1 think that might answer my problem. 



•* 



A 
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a I could do that if it la your pleaaure. X oan „ 

1 °° Uld Pr ° Vi,le y ° U wlth a °°Py 0^ « when I execute the 
deposition. 

o Well, perhaps it might be better if W e 
aon-c finish today, that you could produce it tomorrow 
If wo fere continuing. 

A Surely. 

^ continue tomorrow? 

A Surely. 

“ Havo you Produced here copies of all the 

account statements with Walston n 

n lTaj -ston and Company that you 

' iaire in your* poaaeaslon? 

“ Sure2y. 

oould we have those now and we will have 

the Reporter mark them? 

1 »e originals as opposed to the photostats? 

Y ©» j the originals. 

A I'lne. 

!i Le6 “ 8 hav » I can describe them. 

(Witness handing documents to Mr. Willis.) 

HR. WIU.TS: x would like to mark for the 
ivtoru as Defendant's Exhibit 2 for identification 

t: t 3me,!lsnt of account which Mr. Felton had 
with Walston and Company for tho period beginning 


, » i * 


; • a 

V 'v': . 


•••> e 


•* vt. 

' - ■ V.- 


r: ■ 
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April 1, 1970, and continuing to, it looks like 
August 27, 1973. 

(Statement of account beginning April 1, 

1970, marked Defendant's Midland Marine Exhibit 
2 for identification as of this date.) 

TIIE WITNESS: I want to point out one 
thing to you. That is that somewhere along the 
line the name of.Walston and Company has been 
recently changed. So when you are going down to 
tne end, you villi find that it's now called Dupont 
17-3.13ton, Inc., and that — hopefully, we are going 
to get a stipulation to perhaps change the name. 

But that's something that's not part of this 
deposition. 

WILLIS: This is not the time and 

place to be concerned with that. 

THE WITNESS: No, I just thought I would 

mention it, parenthetically. 

Luring the period of time that you had your 
account with Walston and Company, did you have any 
brokersge account with any other firm? 

.1 might have had an open account, inactive, as 
far au one or two stocks that I didn't consider at the 

time p A cpitioua to sell because of conditions Ik* the market 
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as I previously indicated, of Mr. Nissan’s request that 
I sell the stock and send him the money. 

Q Is that your Merrill Lynch account? 

A No, the Merrill Lynch account, the check that I 
previously indicated to you was the balance in that 
account. ■ ' 

Q Where was this other brokerage account that 

/ 

was inactive? 

A I don’t believe it was in Oppenheimer, but for a 

l 

short time I had an account with a company called Drachman 
and Company. 

Q Where are they located? 

A In Manhattan. 

Q All right. 

A They were at the time. I don't know where they 
are now, but they only represented maybe a couple of 
purchases, as I say, and — a3 a matter of fact, one of 
the stocks I still own that I never sold that they sent 
me. 

Q When was Defendant's Exhibit 1 prepared? 

A When was it prepared? 

Q Yes. 

A It was prepared for purposes of this deposition. 

So it was prepared in the last couple of days. 



? 


\ 










9 The flgure at ‘he top Is the check from 
Merrill Lynch. Then under that you list a number of 

purchases. Are those purchases that you made through 
Walston and Company? 


Yes. 


And I believe you said that these were 


recommended by Mr. Nissan? 


Yes. 


Then continuing down the page, there Is an 


indication, ,N -Check to Walston, $83,i<0l«.98." 


Right. 


to Walston? 


Was this additional monies that you paid 


Yc 8 . 


What mas the date that that check was delivered? 


Do you know that? 

A The date of delivery or the date of the check? 
t* Either one. 

a X don't know. I didn’t think that was Important 
in view of the fact that 31 Company transactions weren't 
into!voO but I certainly would be more than willing to 

check It cut and put the date of the check and alec the 
date that ifc was cleared. 

9 You say this Exhibit 1 has nothlne to do 


J 
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with 3i; ia that right? 

A (Referring to exhibit.) When I say it has nothing 
to do with 31, it doesn't represent any purchases of 
3i securities. 

^ What was your reason for preparing it? 

A 'rhe reason for preparing it was to give you an • 
entire picture of i«y ~ my Walston and Company account 
tor purposes — I thought-perhaps that you would be 
Interested 1 in seeing it and I was sure that if J came 


here with a statement of 4/30/70 as ray first statement, 
Z'ow lexical cuestion would be, "Where are the other 


atateaentt;?" 

-furl f.n 


» 


| fIl “ yo ’• firstly, as I indicated before, I don’t 

|j have f:or **twon. Secondly, I copied from my 

| wmninK ' oalw,ou or reconciliation to ohow you that there 

:j w,Mi no '" li:if; iu thGre involved any purchases of 3i 

j! 

:| Company securities. 

i| 

j ! Uit v, ° lV;aktl th;,s clear. Exhibit 1 reflects 

C ■■isacs yj. y,iu with Walston and Ooupany prior to April 30, 
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3/31/70 •. 
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o >.‘.y. because there is i\ balance on Exhibit 1 of 
3 / 3 j./IQ v rich dove-tails with the first statement which 

' rdH iue ' :r ' v ’ ; libit 2 which indicates on the first line, 

!, fcur cun account,,$25,034.57, credit," which is the' 
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list figure on Exhibit 1, the so-called reconciliation. 

Q V/hen you first spoke with Mr. Nissan on the 
telephone, which I think you said was either near the end 

of ’6‘9 or early 1970, did you toll Mr. Nissan what your 
investment objective was? 

A [ don't believe I said that I spoke to him first 

in 1963-1970. 


’ :! r fhat was my recollection. But when did you 
iirst to him on the telephone? 

foL see, >1 ’m not sure. I would say sometime perhaps 

in the beginning of '69 would be more likely when I spoke 
to him. 


All right. In tnat conversation with Mr. 

* 

Mss&n, <. id you tell him what your objective was as an 
j r.vcstor? 


i. 


/. 


1 What did you tell him? 

ip;: r relation. 
f Is that all? 

Yu c. 

L:i< - ^ ou tell him the type or kinds of stock 

i liasr. yoy. were Interested in investing in? 

i cama to him because — us I say, he vtaB told 
. was to..d that he was bright, and in speaking to him, he 
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told rte that he was interested in special situations, that he 
couldn’t follow every stock, that the stocks .that he had, 
that he watched, that is, vrere special situations where he 
said there would be appreciation. 

MR. R.W. LYON: Could I Just interrupt for a 
minute, only to confirm that the statement which 
you have adverted to by Mr. Nissan was made during 
your initial conversation with him? 

THE WITNESS: By the way, in answer to your 

question 1 and also to — refer to my previous answer, 

1 me the term "appreciation.” 

MR. R.W. LYON: I’m not asking you that. 

THE WITNESS: I’ll answer your question in 

a moment. I used che term "appreciation.” I 
don't recall now exactly what he said, but * 

basically what I gleaned out of it the first time 
I spoke with him was special situations which 


would appreciate in value. 

Q Thi 3 was in your initial telephone conversation i 


with Mr. Nissan? 
i\ I believe so. 

o Did he ask you anything about how much money 



t» 


you were willing to invest and any other facts about 
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He said that he wasn't — he wasn’t interested in 

an account beginning as small as mine. He said that he 

was Interested In accounts with considerably more money. 

I told him that X was going to liquidate some more 

Of my stocks and send him some more money, and also, 

that I wac getting more money coming in that I would send 
to him. 

And basically, he said that the special situations that 
had in wind had a record of success. 

Q D3d,he tel1 you what they were? 

A He mentioned some of the stocks that I since, after 
I opened the account with him, I purchased. 

1 d ° n,t rec . a11 specifically what it was because I 
wasn’t acquainted with the names at the time. 

Did j,ou make any notes or memoranda of your 
conversation with Mr. Nissan? 

A No. 

Q Have you any notes or memoranda ~ 

A Mental noteo. 

Q Have you D,ade an y notes or memoranda of any 
of your conversations with Mr. Nissan? 

A Basically speaking, when we talked I listened and 

tried to remember. I tried to remember. Don’t forget, 

Mr. Willis, 1 came to him as a professional,bringing him 
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my money, hoping that his brightness and abilities would 
appreciate the purchase that he recommended. -I was 

interested and he had a story for me on every stock and 
every purchase. 

And so, based on these stories, I purchased. He 
didn't have an account with me which was discretionary 
where I sent him my money and that he would purchase 
what he wished. He had a story for me. 

Q Mr. Felton — 

A Excuse me? 

Q Mr. Felton, we are both interested in trying 
to expedite this deposition. 

A I want to give you an answer. 

Q My question was: Did you make any notes 
or memoranda of any conversation with Mr. Wi 3 san? The 
answer In either yes or no. It seems to me. 

A No, che answer is, "Yes, mental notes." I didn’t 
purchase that many stocks and _ 

v Did you make any.in writing? i am not interested 
in your mental notes at this moment. 

A You are not interested in my mental notes? 

“ his moment. The question was, did you 
make any memoranda or notes of any of your conversations 
with Mr. Nissan apart from what you can remember in yo’ir 
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mind? 

A No, nothing in writing. 

Q Have you told us all that you can recall about 
the Initial conversation on the telephone with Mr. Nissan? 

A W ® ZMe£t ’ as 1 said, about the fact that he wanted [ 

me to send him cash for special situations that he 
followed, the fact that he had success, a good track 

record, and basically that the stocks that he would purchase ^ 

would appreciate. 

Cj H °” ” uoh tine elapsed before you next talked 
or met with Mr. Nissan? 

» 

• * 

A A fow months. 

8 , thSt ln P8n,0 “ or *«* that over the telephone? ft 

A ui.n.'s when i was abJo to ssoure the check from 

Merrill Lynch disposing of my securities there. And I 
called hu.i up and said, "I’m prepared to open an account 
end 1 went to come down and talk to you." Hot talk to him, 
hut, \f Wont to coma down and givs it to you." 

C; Vhsit did he cay? 

A ’Pi: is. " 

'■ Nid you meet with Hr. Nissan? 

A « snort moment. 

ifacre was that? 

1 At rais office. 


V., 
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On Wall Street? 

A ** ot &t the Present location ~ at the location that he 
moved to. 1 don’t recall the address now. 

^ Was it downtown some place? • 

A Yes,, of course, downtown. 

Q You met him personally? 


iO 

t 

I 

" || 


1 

m i 


Q And how long did you meet with him? 


A very short few moments. 


Well 


Oi*e or two minutes? 


>. ! ive minutes, ten minutes? 


.{ 

14 j ^ * would say it would be under five minutes. 

9 

15 ( * V.'aafc rlxd you say to him and what did he say to 

iff y° L1 vhotiQ five minutes? 

i 7 | A fl 1 - <in '“ 3a;,/ ^ ivo minutes. I said under five minutes. 

j 

jg | ^ h=*ll 5 would you answer the question as amended? 

,o A ,rt ' ha!k y,JU V3 -y kindly," something to that effect, 

"Pleased to meet you." 
to 

i 

jj j '• give him the chock? * 

* A Of soursft. 

-M> ! 

••i* t 

• 

, s | l)ic1 y° u out any forms or give him any 

! information -.•.a out. y ou? 

S ! 4 ~ ha had i> '° and so — he said that the 
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secretaries will contact me for the information arid send — 
mo the forms toopen the account, which they did and which I 
filled out and sent it back to them. 

(I Did you keep copies of those' forms? 

A Ho. • ' 

• e • 

0. I»i the few winute3 that you were with Mr. NlBsan, 
other than "Thank you" and "Glad to meet you," what was 

said? 

A I don’t really recall because — it was a little hectic }[ 
that moment. ‘It was during the trading day and he was 
varching the tape. There was some activity on the tape 
at the moment. So it was a conversation where there was 


talking to m and watching the tape at the same time, 
hnd so it vas —• "Thank you. Nice meeting you. We*11 
hope to have it grow, appreciate," and, "I will be in touch 
with you and tell you what I want to buy." 


•3 Did he subsequently get in touch with you? 

A Surely. 

’? Tow much later? 

A I don't recall. 

'* Days, weeks, mouths? 

A 1 do not recall. 

flow many conversations did you have with him 





ever the ne::t three months? 
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A I do not recall. 

Q But he did call you from time to time? 

A And the rea 3 on — is this: 1 don’t have the statements 
of the initial period to refresh my recollection. I know 
this, chat there was conversations involving every purchase 
of 3tock which we had. So if I had the statements which 
Mr. on, I am sure, would be able to secure for me or for us 
I would be in a position' where I cou?.d answer the initial 
purchases, when and what was said. 

Well, I will pas3 on and maybe Mr. Lyon may want 
to ash you some questions about that later on. 


A All right. 

0. Old there come a time when he recommended a 

9 

company called j:>. Co./Information Interscience, Inc.? 

A Hi Co./Information. 


A 


n 


Vp. 


2i Co./Informalior .Interscience, Inc.? 


Q Hl.en was this? 

'.L'nw lirst time he mentioned it was when Four Seasons 
v;a.s go:*.riQ down, just before :lt atopood trading. 

Had he recommended Four Seasons to you? 

A oh, 1 pv.ru/iased it him. That’s why, as I 

•;olu you originally, i was interested in the litigation 
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A And you have the confirmation slip* fo r those 

2,000 shares? 

A Yea. 

£ Can I have those* please? 

A I would nice you to keep them because I have little 
notes on when I sold them and when I purchased them. 

Q Okay. We'll have these marked as ve go along. 

A All right. 

IR. WILLIS: The first document that Mr. 
he It on ha*> produced — 

•HE WITNESS: Wo me a favor —— 

MR. WILLIS: Off the record. 

>,Discussion off the record.) 

'*• ' iILLiS: 'nai-k as Defendant's Marine 

VUU ».-1 Mdt 3 for identification a confirmation 
t - l ■ uj.v 9 j 197 0, reflecting the purchase of 

K,i Shou,aa(S e;,areK 33.jt a copy of a confirmation, 
cliiei February 1 , 197 . 1 , reflecting the sale of 

,n * thou3 " n<1 •*»»»« of 3i; and a handwritten note 
v' ici ,:r. Sexton has annexed to the exhibits, making 
Krcoa documents in all. We will mark them aa 

Exhibit 3. 

( Confirmation of purchase dated July 9 , 1970; 
ocp:/ oC confirmation of sale dated February 1 , 1971- 
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aiMi handwritten note annexed thereto, marked 
collectively Defendant's Midland Marine Exhibit 3 
ro? identification as of this date.) 

m ' WILLIS •* May we also mark as Marine 

Midland's Exhibit _ 

MR. PELTOM: By the way, excuse me, sir. 
Those notes are prepared by me. That's my work 
n-oduc; and T don’t- want that put in as exhibits. 

HR. WILLIS: Mr. Pelton, they are not going 1 

co evidence. They are being marked for identifica¬ 
tion. 

MR. FELTON: No, but they are — 

1R. WILLIS: You had asked that they all stay 
together, if you. want to take them off, I don't 
really care. 

‘d• FELTON: F‘" np T wil 1 ~ 

— i*-, x vim — as long as you 

.•siwvc 3 and, this is my work product and if you want 

ihm " Wit0J 23 1 tov. no objection provided 

>■< 'U.Mrstnnd that in my work product for purposes 

c f my 2 as e. 

■Hi. WILLIS: In any event, we are merely 

Mu ' klu S identification and not for evidence. 

X " lR ' I? ^ L -’ 0N: J'wt note my objection to their 
production for anything other than exhibits. 
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UK. WILLIS: Let me start to describe It 

over again. , 

We will mark as Marine Midland’s Exhibit 4 
<or Identification four confirmations, one dated 
•July 1970, reflecting the purchase of five hundred 
s’>areo of 31; one dated January 13, 1971 , reflecting 
me purchase of one thousand shares of 31 and, 
l nal.'ly, a confirmation dated February 9 , 1971 
'a looting the sale of two thousand shares of 31 
together with the handwritten note which Mr. Felton 
hao described as work product. 

(Four confirmations marked collectively 
Defendant*a Marine Midland Exhibit 4 for identifica- 

0 

tier, as of this date.) 

«! Mr. Felton — 

MI';. FELTON: I juat want to say this: What 

you mentioned as wort: product on Exhibit 4, you 
-’..sderMtand that that is the same cn Exhibit 3 , work 
product, the yellow sheet marked for identification. 

MR. WL'jLIS: lea, Mr. Feltcn, I understand 

mao all of the confirmations that you have produced 
here today contain also a little yellow sheet which 
v.jj you described, your work product. 


MR. FELTON: Yea. 
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Felton 


yes. 


Wlien was your next purchase? 


please? 


Msy 1 have the confirmations to refresh my recollection, 

t V 


Y38 • (Handing.) Perhaps we should mark then 


all right now and that might facilitate your answers from 


this point forward. 


Fire. That’s capital. 


All right? 


That's a ! capital idea. 


IO. WILLIS: Let us mark as Defendant's 


Exhibit 5 for identification — 


i'Js., FELTON: Off the record. I want to 


m,:e S “ re >' ou h ave it m the proper order. 


.^n. WILLIS: Off the record. 


(Discussion off the record.) 


i'iR. WILLIS: A confirmation dated March 2, 


./•971, reflecting the purchase of five hundred shares 
ef _i; a confirmation dated March 2, 1971, 


reflecting the purchase of one thousand one hundred 


at Co of _ji ; q confirmation dated March 2, 1971 


reflecting the purchase of three hundred shares of 


33; a confirmation dated March 2 , 1971 , reflecting 


tho purchase of one hundred shares of 3i. 
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tffl. FELTON: Making a total of two thousand 

shares purchased. 

HR. WILLIS: And a confirmation dated 

Ke -ch 16 , 1971, reflecting the sale of two thousand 

shares of 31. 

TiR. FELTON: March 16 , '71? 

m ' V/ILLIS: I think that's what I said. 

MR. FELTON: Yes. 


UR. WILLIS: Together with the handwritten 
product note of Mr. Felton. 

'Various confirmations marked Defendant’s 
Karine Midland Exhibit 5 for Identification as 

of this date.) 

9 

UR. WILLIS: Let us mark as Exhibit 6 for 
Identification a confirmation dated March 2, 1971, 
reflecting the purchase of two hundred shares of 31 ; 
3 :C5nflrmatl on dated March 2, i 9ri reflecting the ‘ 
curchaae of two hundred shares of 31 ; a confirmation 
dated March 2, 1971, reflecting the purchase 
of two hundred shares of 31 ; a confirmation dated 
-arch 2, 1971 reflecting the purchase of two hundred 
shares of 31; a confirmation dated March 2. 1971, 

reflecting the purchase of two hundred shares of 
SI. 
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MR. FELTON: Making a total of a thousand 
shares purchased on March 2, 1971. 

MH. WILLIS: a confirmation dated March 22, 

1971, reflecting the purchase of two thoueand eharea 
of 31; confirmation dated April 13 , 1971 , reflecting 
the sale of one thousand shares of 3 i; a confirma¬ 
tion dated June 21, 1971, reflecting the sale of 
one hundred shares of 31; a confirmation dated 
June 21, 1571, reflecting the sale of one hundred 
chares of 31; a confirmation dated June 21, 1971 , 
reflecting the sale of one hundred shares of 31; — 
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MR. FELTON: Making a total of three hundred 
snares sold on June 21, 1971. 

MR. WII .IS: — a confirmation dated 

nocemher 27, 1972, reflecting the sale of seven 
hundred shares of 31. 

MR. FELTON: What date? 

MR. R.W. LYON: »7i or i 72? 

MR. WILLIS: *71. Y ou are correct; December 

27, ’71. 

MR. FELTON: Yes. 

MR. WILLIS: Together with the handwritten work pfc 

product memorandum of Mr. Felton. 

(Varloue confirmations and handwritten memorandum 
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marked Defendant’s Marine Midland Exhibit 6-for 
identification as of this date.) 

MR. WILLIS: We will mark as Marine Exhibit 7 
for identification a confirmation dated June 7, 

1971, reflecting the purchase of five hundred 
snares of 3i; and a confirmation dated June 7, 

1971, reflecting the purchase of five hundred shares 


of 3 i. 


MR. FELTON: Making a total of one thousand 
shares purchased on June — what? 

MR. WILLIS: 7. 

MR. FELTON: 1971. 

MR. WILLIS: Together with Mr. Felton’s 

* 

Handwritten work product memorandum. 

(Various confirmations and handwritten 
memorandum marked Defendant’s Marine Midland 
LMiibit 7 for identification as of this date.) 
lV1R . WILLIS: I think this is a good time 
oreak. Why don’t we adjourn now until 2:00 
o’clock? 

MR. WIHN: What time are you coming back? 

MR. WILLIS: 2 : 0 C o’clock. 

MP. FELTON: 2:00 o’clock, fine. 

1 vrould lil:e t0 Put this on the record: Why 


£3 
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oen fc we really get back at quarter to 2:00 so 
we can finish and move this along? 

MR * WILLIS: I think 2:00 o’clock — 

MB. FELTON: You ml e ht require mo to come back 
1 ° r a half an hour tomorrow. 

MB. B.W. LYON: If you hava t0 „„ ba(Jk 

tomorrow, I will make .sure I make it ^4-k 

1 raaKe • Lt worth your while. 

KJNEN. Ma’ce it tomorrow afternoon. 

m ' PELT0J ' I: 2 want to continue. 

W1LLXS: 1 don ‘t think we need this 
discussion on the record. 


MFJ * PELT0Nl I want to continue 

straight 

... 

»• - % f- 

through. I want this finished. 

• 

V .' * 

t; • • 

w 2 hLj.,S: Off the record. 


»s»V • 

rv;. • 

v 0 j. 3 cuss ion off tne record.) 


• • y» 

(Whereupon, at 12:55 p.m., the e 

xamination 


a< 3 j°U£med for luncheon recess.) 
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’ v !•! 






Felton 


afternoon 

SESSION 


2:00 P.M. 


•,/// .J,: . , 

• *> Jti -• 

•' •' Vi- ’ r ' 


ROBERT R . FELTON. 


having been 


previously duly sworn, resumed the stand and 
testified further as follows: 

examination continued 


BY Mi. WILLIS: 


Mr. Felton, looking at Marine — 

* i * y ° u eoin 5 t0 33k me aSout the transactions? 


■3 Yes. 


A ‘fhon x think you will hAro i fl s 

* wui nave to let me see them to 

.*?g fresh u:y recollection. 

vl if you will let me ask the question, — 

A I .lust — 

:lt would expedite matters, if you would let 
me at Litofc gee my question out before you interrupt. 

A All right. 

Q Show * n S You Marine Exhibits 3 through 7, 

wculd you state whether or not these exhibits reflect all 
oi ths oranaacfcioiis which you Lave had in the stock of 
3 i Company? 
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What are you talking about? What dates? . 

Q We are up until April, 1971. 

Yes, as a matter of fact, I had. 

Q Who wa3 that? 

Well, I discussed it actually with two people. 

Q • Yes? 

I discussed it with a Martin Palk. 

Q Yes? 

A friend of mine. 

Q Yes? • 

And also, I had discussed it for a moment or two with 


Daniel Binhorn. 

'V' 

Q Who is Martin Palk? . “■ 

A One is a friend and the other is an associate — an 
associate-friend, ,^o to speak. t' 

Q Well, Mr. Palk is just a friend? , 

A Yes. * ■ 

* I m 

Q. Is he In the business v:orld? i 

I: . 

A Ycss. 


A 


A 


C; What business is he in? 
f'e is a stock broker. 

Q Is ho with some firm? 

Yus. 




r. t 
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What firm is he with? 
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A Goldman, Sachs. 

Q When did you have this discussion with Mr. 

Falk? 

A Well, I want — as a matter of fact, I had told him 

about it on several occasions. I was very excited about 

the 3tock as you can understand, especially when it started 
to move. So I told him, "Gee, this is great.” 

Q You had several discussions with Mr. Falk? 

A A number of discussions. He Is a friend. 

Q vrh^t did he tell you about the stock? 

A He knew nothing about it. 

Q Did he ever look into it? 

A Well — 

0 

Q Did he ever tell you he had looked into it? 

A Prior to April, 1970? 

Q Yea. 

A 1 didn’t ask him to look into it. I guess I Just 
was tal.c:.ng Ir. the sense that I Tels it was a stock which 
moi/es, su: I said before, frcr.i *! and 3/4 up, and I just 
mentioned, it. 

Q And he said he had never heard of it? 

A Correct. 

v ou nay Mr. Daniel Sinhorn was a friend and 
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* ■ 


V 3 0 


ft What relationship do you have with him? 

A f.'c is a mere coincidence, but once we were at a 
basketball game, a Knick’s game, and I had mentioned the 
stock during the intermission and Danny Elnhorn said, "You 
mean Jim Nissan’s stock?" This was sometime ~ in the 
winter of *71. 

• Q Yea. 


W' J 7 

if 


( 

,% ■ 
k. 


A Ihis is apparently vrhac — how the stock was consider¬ 
ed by another broker. 

Q Is Mr. Elnhorn a broker? 

A Yes. 


ft. What firm is he with? 

0 

I don't know. 


Mr 


'V 

- 


A 


61 You mentioned that he is a friend and associate 
1 didn’t mean that. 


r • . 


Q Are you associated in some way? 

A What 1 did mean wa3 I tried to distinguish between 
a. friend and someone who is just a casual friend. That is 
what 1 meant. I don't think I used the word "associate— 
Iriend ' Judiciously. I mean a friend as opposed to an 
associate, somebody that you associate with. 

ft Elnhorn ie a good friend? 

A Mo, fix*. Falk is a good friend. 
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2 

3 

4 
8 
a 
/ 
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Q And Mr * Elnhorn 13 not as good a friend as Mr. 

Falk? 

A He .In Just a — an acquaintance. I tell"you all this 
for a very important reason, and I want to underline this. 
Ihj.s 16 a — you will hear now a series of coincidences, 

purely coincidence, which affect the - my Judgment of the 
stock. 

. Q Let's start with your conversation with Mr. 
Einhorn which you said was at the intermission at one of 
the Knick's games. 


l r 

41 *• 


A 


Yes. 


Q You ,nentloned stock and Mr. Elnhorn said, 
You mean Jim Nissan’s stock?" 


Vo'! 


0 Would you complete the conversation that you 
had with Mr. Elnhorn? 

A Y0k At the I didn't believe In mixing 

business with friendship, and so I never really, aside 
from Just mentioning a stock or two, 1 never got a stock 

tlP rrm 1?allc ' n “ ver even told Mr. Folk who my 
broker vraa because I felt that wasn't important. As a 

matter of fact, Mr. Falk In the past had some purchasing 

no and various things and 1 told him at that time 
didn't want to, really because of the close association. 
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really do it because I felt it really wouldn't work out '} ' 

too well. So when Mr. Einhorn said, "Jim Nissan's stock," 

• # ‘ • 

I made no comment. I just was interested in it and 

C ■ 

I felt that it was at the time the significant — significant i 3. 

ff* 

in t.he sense that I felt here is Mr. Nissan who deals in 

v’. 

special cituz.tions and here is a special situation that 
another broker at another house would know is Mr. Nissan's 


stock. 


Have you given us the entire conversation with 


Mr. Einhorn? 

A That's basically it. He said, "I don’t know if you 

want me to find out if this is Jirn Nissan's stock. You 

can call him or I can." 

0 

Once $gain, I am telling you the effect of it. 

0 That was the sura and. substance? 

A The game began. 


/ou mentioned some coincidences that arose? 


Vos. 


Q What are those? 

»*■ 

c would like to tell it to you in proper order. 

r£i 

We haven't gotten to that point in time yet? h* 

'* ^ * 

No. You asked me prior to April 22, 1971. 

That's correct. 

- in view of the fact that several transactions !'v 
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looked at it. If I recall, it might have been four pages 

or maybe five page 3 long, 

I; looked very nice and in the sense that it looked 
like a very favorable report to me. He was excited with 

it and he at the time was a stockholder and I waB a stock¬ 
holder. 


Q Yes? 

A I didn't ask him for a copy of it because 1 had 
taken a position in the stock. This so to speak dove¬ 
tailed with everything that Mr. Nissan had told me. And 
so I was very comforted by the whole thing. 


This is a aeries of coincidences because approximately 
a week or two thereafter we were at the beach, at Atlantic 
Beach. ' ' h 

0 . Thi3 would have been late in July? 

A X don’t think so. I really don’t recall when. It 
might very well have been around the middle of July or the 
first week in July. I Just want to say this to you, 

Mr. Willis: All of this from my point of view and Mr. 

Falk’s point of view v/as based upon the fact that every- 
thing that v/as there v/as innocent, that whatever was in 
that report was correct ant' v/bafc Mr. Nissan said was jg. 

correct mid what Mr. Brodsky said was correct, everyone 
was correct. And that : a why I didn’t analyze it and that's 
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why I don’t remember the dates, and this 1 b what.lt 
really wae. 

, <? ■ 

I didn’t at the time ever tell Mr. Palk, I don’t 
believe., my position in the stock or anything else that 
was involved except that I was in it. 

Bufc a weeIc or two later — maybe even a weekend 
later, maybe even the same weekend, 1 was at the beach 
with Mr. Palk, Atlantic Beach, one of the Cabana Clubs, 
and Nr. Falk was in a conversation with a younger — 


a young man, 


Yes? 


A A friendly conversation, and then he came over to me 

and he :?aid to me, ’’By the way, that’s the fellow who 
0 

wrote the report that you bought the stock and I bought 
the stock." 

Ar.d I just want to complete the whole story. I 
never spoke to Mr. Brownstein, but I want you to know 
one thing: When I started this lawsuit, I didn’t even * 
ask Mr. Palk the correct spelling of Mr. Brownstein’s 
name, l-hat’s why I originally instituted the lawsuit 
os Joe.. Doe, because I was so embarrassed that I’d lost 
3o much money on the stock after I had been bragging 

about how well it was doing that I never really discussed 
it with him after that except to the extent that — of 
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just maybe sometime in the fall of ’71. So I remember 
hiE name. I remembered, it was something like Brownstein 
or Brownstone. I couldn’t get the spelling. That’s why I 
started it aa Joel Doe. 

When I instituted the action, they told me he was 
still in the employ of the bank. 

Q We are getting rather far afield. 

A I just thought I would make a statement and tell you 
exactly what is what as far as coincidences. 

Q I’i>] not interested in your statement. Let’s 
get back to the beach. 
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Did you and Mr. Falk have any discussion about the 

stock at the beach other than his referring to him as Mr. 

0 

Brownstein, the man who wrote the report? 

A I was interested in the stock and he was. He had 
met this fellow. What happens at the beach, the beach 
is approximately se/eral miles long and there are various 
clubs there a 3 wall as open to members of the Atlantic 
3each Estates Community. So people have a tendency on 
Saturday and Sunday to vralk from one place to another and 
say hello. So that’s v/hat I assumed it was. He never 

introduced rue to Mr. Brownstein. That’s the other 
coincidence. 

( You didn’t pux’chase any 3i stock after receiving 
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A By the way, everything that I said so far In any 

conversations are just paraphrasing of what I recall at 

this particular moment now. 1 ; 

» . 

'3 Well, I want in each case your best recollection •>’ 

v , * 

of the conversations. .!' 

A This in my be3t recollection, but not the conversation 

• 

as much as the paraphrasing in my own words right now. f 

Q If you can recall precisely what you or what 

he said — v 

A 7 can’t, ; 

'i With respect to any of these conversations, I 

» . 

want that. i. 

**• 

• » 

A C understand, but I just want to make this under- , 

\ . 

stood because basically speaking this is — a lot of •}. 

r' 

conversations where I have — this is what I — in each >. 

■ f 

instance my recollection. ’/ 

r 

Q Did he — •’ • • 

A In my words, both sides of the conversation, which 
is my recollection. 


£ Did he advise you to sell that day? ^ 

A It that point, I don’t believe — I don’t believe 
I was in any mood to take advice on this particular e» 

H* 1 

*.V 

stock, at that particular point. kr 

Q What did you do after this particular 
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,tt | 

I 

20 |j 


S3 IJ 

|j 

24 lj 


conversion on that Monday on which the stock fell to 


6 or 7? 

r . # 

A I went out and had a few martinis. 

Did you talk to anybody about the stock or make 
any investigation as to what had happened? 

A No. I assumed that ~ what he had said to me was 
that the stock was - the earnings weren't as good as he 
thought and so - that was leading up to it when he was 
telling me that Brodsky was out of town about the earnings, 
end I assumed that was the reason for it. 

What did you do next about 3i? 

A 0:, December 27, 1971, X cold another seven hundred 
shares. I sold them for 7 and 5/0. 


Ye s. 


D1 - d you do that through Mr. Nissan? 


<! liad you had ary conversations with him about 

3i up to tho — 

A - had a few conversations, yes. One of the things 
that he had said to me was — I don't recall exactly when 

v.a_ )ut maybe it might have been after December 27, 

but he told me about the fact Mr. Brodsky was leaving the * 

firm, war; leaving 3:1. I don ; t recall the date of that. 

<•} Yes? 

A He also told me they were contemplating changing the 
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name of the company. 

He al3o told me somewhere along the line, I don't 
recall where, that the bank lent a considerable amount of 
money to 31 to help them out. 

Q Which bank did he say had loaned money? 

A I assume it v/as the same bank that he was referring 
to, the Marine Bank, which as I say, he hadn't used the 
name. 

Q I don't want your assumptions. 

A • J am answering the best of my recollection. 

Q He didn't mention what bank it was? 

A Something to the effect, "What about the stockholders 
of the bank that was buying the stock?" 

9 

Cl You asked him that? 

A Yes, something like that. 

0 And v?hat did he say? 

A He said, — you see, what he basically — "this was 

an earn t rigs situation that caused the drop in the end of_ 

after t ie drop in ' 71 ." 


A.vi so when ha was talking in terms of changing 
the imago, I mean the name as opposed to changing the 
imago and the president leaving and the bank lending 


the men 


y s 


which even though he never mentioned the name 


of the bank., was the lanlc that was —• we both understood 
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it was the bank that had written up the favorable 


reoort.. 


But you and he had never mentioned the name of 


b that bank in your conversations? 

0 

A No, I never discussed the bank with him until the 

7 

time that I asked him what happened in — ,r What happened 
to the bank? Did they get out their customers?" And 

Q 

he didn’t answer that really. What he said was, "They 

20 1 

lent a considerable amount of money." When I say 
1T "considerable," it might not have been considerable, but 

^ i they lent money. Maybe the word "considerably" is my 

«3 ! reading into the statement. I know he did say they 


lent money. 


Have you given us all the conversations that L ' 

, v. % 


you remember with Mr. Nissan up to December, 1971? 


Then in December, you had a further trans- 


aco:'. 


23 |j 


1*23, 1 sold seven hundred shares. 


Which reduced your holdings to two thousand 


3har=j.V 


A he sale was at a Ions but because of the fact 

thuo v hid fortunately made some money, I believe, in 


some- other transactions, that was the purpose of that 
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sale. 



Q- Vhe purpose of the sale was to establish a 

loss for tax puiposes? 

A I'es, but not certainly to sell the, stock at 7 and 
5/8 when I had purchased it as high as $20. 

Q In December of 1971, was Mr. Nissan continuing 
vo suggest that the stock had potential and that you 
should stay in the stock? 

A I don't recall. 

'1 You don't recall what he was advising you at 

the end of 1971? 

A No, because — the price of the stock was so low 
that I don't think I even asked him about it because I was 
locked in for all purposes with a loss of thousands and 
thousands of dollars here. , 3 o I certainly was not in a 
position at chat time to move. 

* ! What did you do about 31 after December, 


< 


> 



1971 ? Did you have further talks with Mr. Nissan? 

A Ve s. 

What further talks did you have with him? 

A 1 don’t really recall too many talks because the 
stock really was doing very poorly, it kept going down, 
and 1 Just felt that the people had lost money on the stock 
end had lost interest in the stock and it wae the kind of 




•U'! 

r. ty I 

U\ 

p 









Felton 


141 


stock that I said, "Oh, well, this Is a millstone around ay 
neck find I have to live with it, and hopefully someday," . *\ 
remeir.bering his words that he said they are going to change & 
the name of it and the president left, I thought perhaps % 

there might be renewed interest and the — or it might V. 

turn around. So I ju3t kept it. Ab a matter of fact, .?• 

I have k'pt it until today. ' 

if/ , 
S* 

9 Did y° u continue to have dealings in other 

securities with Mr. Nissan? 

A Yes. : 

Q And — 

A As a matter of fact, because of these dealings, I 
had a very important conversation with him which brings 

9 

us really up to the present which is more than the 
casual talk about, "Gee, look how bad it is," and that 
kind of stuff which had gone along as part of the down¬ 
ward course of the stock. 

9 that conversation take place? 

A Sometime in 1973. 

Q Approximately when? 

A Approximately the beginning of February, sometime 

In the Xirst two weeks of February, 1973. 

Q What did he say to you? 

A vrnac happened wp® that I had received a couple of 
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margin calls along the way from some other stock. You had 
mentioned before Equity Funding in our conversation, and 
I just thought I would mention that Equity Funding was 
doing v«5i’y poorly. 

Q Yes? 





A And there were several margin calls. And one 
particular margin call before I 3 ent in the money, the 
margin call was, "Either send in the money or we will 
sell you out." 


Anri I called, him up and said, "Let’s go over the 
situation and see if I can sell any of the stock because 


you know I don't want to be adding any more money to the 


account." k-‘; 

9 - 

So v/e went over a few of the 3tocks and I asked him 

K.'V* 

about 3i. * ;■ 

(( * f 

Q Yes? ;V. 


A And he said something to the effect of, "I can’t 
talk to you about the stock any more. I can't tell you 
whether to buy it." What I asked him was, "Should I buy 
it? Should I buy more and average down or should I sell 
so I don't have to give you the money or should I Just 
hold it?' 

And lie said, "I can't discuss it with you any more." 
And he said to me, "We don't make a market in any more," 


< \ 









\ 




H '» C > V> SO > 2 CJ U» — C2~Ha00ms JS J> JO O iz) 


V 


1 

2 

3 

4 

s 

6 

7 

B 

9 

S3 

It 

12 

13 

14 
55 
10 

17 

10 

19 

20 
2 ! 
22 

23 

24 

25 


» S*- ... *v- 

* ,%•* • ".'V : ' ' i 1 * vf 1 

- —-u* ill - 

$v. 


Felton 143 

something to that effect. 

So what he ©aid to me wa 3 — and this has to be read 
in concert of another coincidence which I will tell you 
in a moment — but when he said about, "I can't discuss 
It with you anymoreand "They don't make a market In 
anymors," and — and then either that day or a few days 
later, I asked him something about the Equity Pundlng 
which was acting also very poor. This was before they 
stopped trading in it. He said something to the effect 1 
chat he was in touch with — excuse me a moment, I want • 
to refresh my recollection, I don't have any paper, but 

( 

I think the name is — with Goldblum, who at the time, I j 
think hlc name was Goldblum, was at the time the head of 
Equity funding. 

Something in my «u.' '•***>* "'voiVidm, w'ouaky," and 
I decided at that point that perhaps — other factors 
had caused the otoclc to — the price to disintegrate. 

Q I don't understand the thing you said. 

A Repeat it, please. 

Q You said a few day 3 after this early 

February, 1973 conversation — 

A Uon't paraphrase it. 

Q Let me ask the question. You said a few 
days after your conversation in early February, 1973, 
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3 ou had a further conversation about Equity Funding, 
r.nd the name Goldblum was mentioned? . ' 

^ ^ t hlnk that * s the name. 

Q Whatever the name was. 

A Yes. 


Q then y° u connected that to Brodsky. What 

18 th * connecfc ion between Equity Funding’s Mr. Goldblum. 
or whatever his name is. and Mr. Brodsky? 

h 1 telievQ that man was the president of 
Equity Finding. 

Mr. Brodsky or Mr. Goldblum? 

A Mr. Goldblum. 

What is the connection? 

0 

A ' rh6 o«»»«tlon was suddenly 1 realised that here Is 
«. stock that traded as high as - Equity Funding, I don-t 
know, in the 40's, a„d suddenly was really doing very 
poorly. And X believe also Mr. Nissan said something 
<-0 the effect that he, somewhere along the line with 
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no 

Equity binding, that he had somewhere in the neighborhood 

> 

v._- 

2 ! 

of a quart.r of a million shares or some huge amount Ilk. 

: n/ V ". 

AM* 


22 

| that. Aid when he mentioned the fact — r said, "What's 


23 | 

happening to Equity Funding," and he said that he was 

V) I 

til • 


I 

£4 i 

in touch with Goldblum and the figures looked all right. 

hn 


28 j 

And suddenly it was like deja veu. like thought, reeurring. j 

Hj 
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here he was talking to Brodsky before and then he said 

1 V 

he was out of town before the earnings came lower. And 

• &v 

I decided at that point perhaps, that further — that there 

was something here that was perhaps the reason for the K 

1 

jf ‘ 

demise of the 3tock price-wise from the middle 20*s ?/ 

>v . 

down to, I really don't know at that point what the If'. 

» . 

stock wan, but it certainly was considerably under $5. 

» *. 

Q Really, you had a hunch that something might > 

*£ ' 

be wrong with 3i? Isn't that what you are saying? [;< 

«■ 

A Not a question of a hunch really. Suddenly things 

. 

crystal!ued in my mind and I decided at that point that — 

' 

things didn't happen here Just by coincidence. And — K<’' 

v/. 

*»V*. * 

I sat and I thought about it, reflected for a while. 

. >•'■< ' 

Q Yes? p\. 

»• * 

*<•. • 

A And 7. realized that what I was dealing with here was V.l 

pr 

not just a — not just a — earnings situation, that ft, 

perhaps what we had here was insiders with access to the ' 
company the 3i» by Mr. Nissan, by Walston making a market, 

* 

t, , 

by Mr. brownotein in his conversations with — I assumed — o-. 

i.* 

. * • v. 

• W I 

Juafc my belief — with Mr. Nissan end Mr. — and certainly 

v,:e 

with — 

> • 
f» l. 

Q X don't want your assumptions. You know none of ' 

fe* 

tn.lo is evidence. This is just argument. |QjV 

F ' ; » 

A I know. You are asking me what — you are asking me 
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what the conversation with Hr. Nissan was and I told you ~ 
something to the effect that he said he couldn't discuss 
the stock any more with me, 

Q Did you ask him why he couldn’t discuss it? 

A He said one of the reasons was that he was a 
principal in the company, 

Q Yes? 

* If he didn't use the term ■'principal," an inventor. 

Q Did he give you any other reasons why he couldn't 

discu33 it with you? 

A Well, I thought it was sort of tied up with the 
fact that they weren’t making a market in the stoc., and 
that in itself right there, I couldn't understand why — 

Q I don t x’eally want your understanding. The > 

answer is, he didn’t give you any other reasons? I 

A I don’t believe so. 

V 

V 

Q Did you do anything to check up on this? This f 

is in February end you were concerned about the stock. ■■ 

Hr. Nissan wouldn’t talk tc you about it. What did you do 5 
then? . 

’•r 

* 

A What did X do? i* 


Yes. 


A Veil, for about a Month* I was beleaguered by Equity 
funding margin calls. So X didn't do too much. But 
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somev/here along the line, I started acquainting myself 

with security fraud laws and decided that I was going to 

, * 

start a lawsuit here in view of the fact that every day 
I became surer that there was a conspiracy here to leak 

i 

the news, to drive the price of the stock up and to enanare 
a lot of innocent people. 

Q Would you tell us what records or what Informa¬ 
tion you relied upon in drafting the complaint In thla 
case? 

A The original complaint? 

<3 The amended complaint. 

A Weil, what I did was I spent countless hours in the 
3EC' P the Securities and Exchange Commission, down across the 
street from the Federal Court in Foley Square, and I also 
traveled to Washington, D. C., to the main office of 
the Securities and Exchange Commission to make sure that I 
hod a complete file. 

Q The first thing you did was get a complete 


file 

A 

A 


No, I didn't get a complete file at all. 

Q What did you get? 

I read. 

Q You Just read the file? 
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This is what I did, air. Thera are viewers in the SEC/,;.. 
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I spent hours using the viewer, reading various reports. 

Q Ye;a? 

A Wh a. I then did was I selected those portions of 

the reports that were for my information, and I proceeded 
to photostat them. 

Q These would be copies of published — 

A Ye;j. 

Q — SEC filings? 

• / 

A Correct. 

9 Wit at other documents did you use in preparing 

the allegations of your complaint, your amended complaint? 

A That's basically the only public records — the only 
records that 1 uced. 

Q No other records at all were used; Is that 

correct? 


h 


Ho, cacept that — yes, that's correct. 

Q Aax right. Then is it correct that all of 


tie allegations in the amended complaint are based upon 
published material — 

A Mo. • 

Q •— that you found in the files of the SEC? 

I A Ho, nj. 

Q Whafc ofcher information did you use in drafting 
the complaint? 
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A B-J33U on all the conversations that I had with Mr. 

W .is 3 an, — 

Q Yes? 

A — the coincidences with Mr. Pal*, with Mr. Blnhorn, 
tlla “ ,ar)n « Midland analysis report which X saw. 

Q But didn't have? 

A Didn’t have? 

Q That’s right.' 

A 1 don't know what you wean by "have.” 

You, didn't have it in hand when you drafted 
the complaint, did you? 

A Wo. 

9 You haven't seen It since that day In your 
0 

backyard in July 1971, hove you? 

A No. 

Any other documents that you used In drafting 
your amended complaint? 

A No. 

t. lhat documents did you use in drafting the 
original complaint? 

A Conversations with Mr. Nissan, the report that I 

caw, tfco Marine Midland report, the coincidences in 
connection — the connection between Mr. Brownetein, Mr. 
Alssan ~~ 1 niean Mr. Brovmsteln and Mr. Falk. 
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Yea? 


Tlie coincidence with Mr. Falk, the coincidence With 


fir. Einnora, the statements by Mr. Nissan as to his converse— 


Mona with Mr. Brodsky, the conversations with Mr. Nissan 


regarding the facts of the bank lending money to the 


company, the statements about Mr. — Mr. Nissan regarding 


the face that a major bank is putting out a favorable 


report and that they are going to buy a lot of stoek for 


their cjstomors coupled with what Mr. Falk coincidentally 


told mo, the fact that Mr. Brodsky was leaving 31* the 


fact that 3i, Mr. Nissan said — no, was leaving _ left 


.31 and the fact that Mr. Nissan told me that they are — 


31 13 going to change its name and image, something to 


.hau eileet. Certainly going to change its name. 


Theae are all the things that gave me the informa¬ 


l!oiri draft the original coupialnt. That, by the way. 


lldn’t have the completeness of allegations that met 


your requirements and the requirement of the Court, and 


30 led mo to the detailed information which I was assuming 


shat would get from you in discovery and inspection 


during the summer cf *7JL, which I got mainly from the 


1972 10K report of 3i Company, which among other things 


showed that these multi-million-dollar acquisitions which 


ware done in 1971 were written off as worthless in ’72 
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on the 10K report as well as this one-million-dollar 
lata bank, also written off as worthless In 1972, plus 
oiie fact that the Excerpta Medica Foundation'suddenly 
iJdt ' fc hav ® stock ln the amount of 46,666 shares but had 
stock rights, which apparently they never had exercised, 
Plus the fact chat there was $150,000 which was supposedly 
owing to Hr. Fred Von Eugen, which Is his balance owing 
to him which suddenly was converted Into 30,000 shares 
repurchaseable at $5, and on the 1972 10K suddenly found 
ifcsolf as also being stock rights concealed In excess of 
65,000 3hare3 of 31 Company. 

We will be coming to this, Mr. Pelton, and 
certainly you will have an opportunity to tell us all 
you found out from reading the SEC file. 

A Vos. 

^ In order that I am clear. In drafting your 

original complaint, you relied upo „ various conversation. 

vith Mr. Nissan? 

k 1 r - lled on 1 •»« I relied on. I an. not eolng 

to repeat it again. Let the record stand by itself. 

Various conversations with Mr. Nissan, with 
Hi’. VcilK ami Mr. Einbom, your view of the Marine Midland 

report, but that you had net yet looked at the SEC 

public ’ll Inga? 
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^ And that after the Judge had directed an 
amended complaint be filed, you then looked at the SEC 
filings? 


Yes. 


Q And added that to your store of knowledge 
and based the amended complaint on the sun total of what 
you found on the public file plus your recollection of 

your conversation? 

A .(ust so the record should be correct, the complaint, 
the original complaint that was drafted by me, I drafted It 
in a general way. I had planned to go to the SEC but I 

felt this would be part of my discovery and inspection 
proceedings. 

Is a matter of fact, I requested as part of my 
discovery and inspection of 3i Company to give me all 
reports that they had filed with the SEC. 

I had served the original complaint alleging the _ 

with the allegations on the basis of a general statement. 
You ao.W for specifics and I gave it to you. I was 
planning to give you the specifics along the way but I 
k nought specifics would be partly filled i n by the 
discovery which 1 had requested of you which the Court 
aulayoo until such time as the amended complaint was served. 
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' ! ^ a:n no ^ trying to be critical. 

A I can’t be. 

® 1 anl IM! ' ely trylll B to pin down precisely what 

Information you have relied upon In drafting your two 

complaints. 

Have you now Indicated for us all of the Information 

on "hlcn y ou relied In drafting those two complaints? L 

A Yes. % 

. V. 

/ # 

Q And no other documents? { 

if*- 

' m " EXCept aa 1 say * if you recall, 1 had previously ’’ 

testified that Mr. Nissan had sent me another copy or a € 

copy, ra tiier, of the 1970 annual report of 31. 

#► 

k Bud you have that when you drafted the complaint? M 
,l I ' ,> ' bufc I - had 14 :in «X memory. In my mind, and I 
recall -.-he conversation when he talked about the European 

dhta ben!.- and I had recalled seeing that on the balance 
sheet. 

Q All right. 

1<K * WILL IS: May we mark as defendant’s 
Marine Midland Exhibit 6 for identification a copy 

of a report entitled "31 Company/Xnformation Inter- 
faience, Inc., w dated flay 17, 1971? 

I Cc.;.y of report entitled "31 Company/Informatic 
Ah'ierscienee, inc.," dated May 1?, 1971, MPke<J 
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Defendant’s Karine Midland Exhibit 8 for 


Idertifloation as of this date.) 


MR. KUNEN: Shall we take a few minutes? 


MR. WILLIS: Pine. 


(Whereupon, there was a short recess taken 


and the deposition resumed.) 


EXAMINATION CONTINUED 


BY MR. WILLIS: 


Ail right. 


£y the way, I want to toll you this if I can. I am 


not talking from notes as to the dates of conversations. 


This is. all niy recollection based upon just sitting here 


and just talking to you, and the only reference that I 


0 

really made wa3 to the confirmation sheets that I had. 


So, subject to porhapa my memory being vague or 


perhaps, this is just sitting hero, October 9, 1973, 


basically what I recall. 


Do you have any diaries or records which would 


help you pin down these conversations more precisely? 


Ho, I may not. I may tomorrow forget one of these 


conversations. This i3 what comes to ms at this particular 


moment talking to you and bringing back some of the 


pleasant memories, pleasant first and exciting and then 


unpleasant 'memories toward the latter part of *71. 
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If I felt at the 
f.iary, X wouldn’t have 
8took. And the reason 
of the fact that I see 



time there was a need to have a 
been Investing in this particular 

• • if 4 ; 

I am mentioning this Is because 

t ' 

Mr. Lyon la making very copious 


note 3 of the conversations. 

p;: 

MR. FELTON: And I say this, since you request- l*!* 
ed that we adjourn at 4;Oo o’clock today, I would 
like to continue of course until 5:00. But to j •' 

t* 

have some continuity in my testimony, that is V. 


In Judging the fact that Judge Bonsai has ordered that -' 


we complete the examination before I continue my 

discovery, I am certainly available at your 

disposal until 5:00 o’clock. And my day Is a 9:00 
0 

to 5:00 day and we started at 10:30 because we had 
to wait for one of the attorneys from Shea, Qould’s 
office. So we got a late start and we had an hour 
and a quarter for lunch. And I am requesting at 
cole time to stay until 5:00 o’clock so we can move 
it along. 

And I think in all fairness to your request 
that you want completion, I think you should be 
v/11 ling co continue to 5:00 o’clock so we could 
continue and make a complete day in view of the 
fact that we started so late and wanted so much 


; j 


y* 










• ■ o-VV**.. <fit yAWiK*** 

•'arfirkrf- 
.i V 


& 




156 


f' 




■ i ' 


tine for lunch. 

MR. R.W. LYON: Por niy own part, I Just want to 
note for the record that Mr. Willis indicated this 
morning that the deposition would be closing for the 
day at >4:00 o'clock and when I went back over the 
noon hour,I made arrangements to do certain things 
between >4:00 and 5:30. 

MR. FELTON: , I had requested 5:00 before 
that. I want to tell you this, I stated I only 
wanted a half an hour for lunch and you insisted 
or. avi hour and a quarter for lunch. I want to get 
ihla thing finished so we can move ahead. I certainly ? 
don't want to take any nore time than necessary. 

MR. WILLIS: Lot's continue. 

MFi. FELTON: I am prepared to stay until 

5 : 00 , 

HR. WILLIS: We agreed earlier this morning 
that we would conclude at 4:00. I told you that 
wo would even defer to conclude tomorrow. 

/our concern was that Mr. Brownstein’s deposi— 
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c be delayed. It seenie to me you are getting 
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your way in this matter - 
MR. FELTON: My way? 




MR. WILL. R: Yes. 


MR. FELTON: This was your way, sir, that — 
Mr. Brownatein should follow ms. 

MR. KUNEN: As an Innocent observer, he is 
wasting a lot of tirue with all these speeches. 

MR. FELTON: I want to stay until 5:00 

o'clock. That is what my whole purpose is. 

MR. WILLIS: Vie have all planned to adjourn 
et 4:00 and we will even defer to do so. But let's 
move alone. 

BY MR. WILLIS: 

Q Would you look at Defendant's Exhibit 8 for 
identification, Mr. Felton, and tell me if that la the 
Marine Midland report that Mr. Falk showed you in your 
backyard in July of 1971? 

A You Just handed it to me a few minutes ago and I 
would like to look it over and maybe I will give you an 
ansyar on it tomorrow. 

(> Do you have some doubts at this moment about it? 
A v have no doubts at all. It's Just that I feel that 
in all fairness to the* truth, or to my recollection of 
what it is y I think that I aLould have a chanoe to look 
it ov&r and spend as much t Lme in looking at it so I can 
give you a considered answer. 
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MR. FELTON: Let me ask you this Question, 

air, — 

MR. WILLIS: Mr. Felton, the bulk of the 
remainder of my examination would be with respect 
to matters 3ot forth In this report. 

Would you rather we adjourn now and that 
you can look at this carefully overnight and 
we can expedite it quickly by going through it 
tomorrow? 


MR. FELTON: May I ask you this question, 
s.'.r: Do you have any ether reports that you can 
show roe that I can consider at the same time as 

this? 

0 

MR. WILLIS: I have no other reports to 
consider to 3how you at this time. 

f)R. FaLTOW: Are you — Is there Borne reason 

■*hy you are saying "at t?Us time"? 



MR. WILLIS: That was the question you asked 

me. 

MR. FELTON: No, my question 1 b: Do you 
tmve any other reports other than this report from 

Mo*. Brownstein? 

MR. W.lLLIS: This is not my examination, 
r \ Felton. It is your examination. 
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MR. FELTON: Are you suggesting — 

Q If you have some doubts about It and you are •- 
not sure that this la the report, say so. 

A I just want to think about It. 

MR. FELTON: But I am asking you now, at 

this point, to say to you In all fairness to my 
testimony and to the truth, and if I do represent 
the class, was there any other report other than 
the one of May 17, 1971 that you have in your 
possession? 

MR. WILLIS: I am not disclosing any further 

information with respect tc this at this time. 

You will get your discovery, and I am merely asking 
you with respect to this document, is It the one 
that you looked at in the backyard of your home 
in July of 1971? 

MR. PELTON: I say this, in view of the 

fact that you will not disclose to me at this time 
if there is another- report available to you or in 
your possession, I will accept your suggestion 

that wa continue tomorrow, and after a chance 
to look this over. 

MR. WILLIS: Let's adjourn now until 

10:00 o'clock tomorrow morning. 
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MR. PELTON: Pine. 


(Whereupon, at 3:^5 p.m., the deposition 


was adjourned as set forth above.) 
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Robert R. Felton 


Subscribed and sworn to before me 


this day 
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STATE OF NEW YORK ) 

) 88 : 

COUNTY OF NEW YORK) 




" !l 


I, BERNARD JACOBS, Notary Public of the 
State of New York, do hereby certify that the 
foregoing deposition of ROBERT R. FELTON was 
taken before me on the 9th day of Ootobsr, 1973. 

The said witness was duly sworn before the 
commencement of hlo testimony; that the said 

l 

testimony was taken stenographloally by myself 
and then transcribed. The within transcript Is 
a true record of th® 3aid deposition. 

9 

1 am not connected by blood or marriage with 
any of the said parties, nor interested directly 
or indirectly in the matter In controversy, nor 
am I in the employ of any of the counsel. 


In witness whereof, I have hereunto set 
my hand and 3eal of office at the Coiinty and , 
State of New York, this 33*0 day of 


1973. 
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having 


PMViouely ri '' ? ' 5 ' u «™, wsM«ed the stand, was 
e.\u.tn.!.ned and tesciried further as follows: 


EXAMj WVriOK 

| BY Mii. V.'i ELI'S: 


! ,l h * m Pelton * Were was a question pending 

8 from our session yesterday afternoon which was, as 

9 -i xoc.a.i, vould you look at Defendants’ Exhibit 8 for 

to identification and tell rro inetfcer or not chat is 

u I che memorandum which Mr. Pel-c showed to you in your 

12 h«.ckyr.ro some bj ms in July of 1971. 

13 | A ' n! 1 '' ,d ' :cat2d to you. C could not be completely 

14 SUrC thi '*V’ 6 a,50l,t 14 > ■: can't be completely sure 

is now. :. c would apnea-.- i )0 ; i, 9 0CKe one . 

10 ij 1 n °“ C0 th,re 10 r0 "° “Wle copy, BO Not 

!7 || B^ovc ' ooa. invoo-sment Fe .,cn-cb Bepartment." Th u 

ii 1 am orettv mr' •••p <• r _ •. . _ 

?c jj * ' •'* .. nc ° on ‘-V copy that S. was shown, 

|| this particular stamp. 

jl 

20 jj joal.ly, 1 loo; ' cd -tt. over find to my best 

2! j r -col,uctic:i, this is substantially v/hat I saw. 

*2 j Wh?!n 1 ~ ay 8Ubc ^tlally, th:.B is substantially 

jj coime.ra'ile or jimilr---. 

• « 

1 ! 'tipi rccal. - . the i , ovi‘ s, v <■».* «•/<.. .. 

w j 01 my previous 

25 j statement, I didn't renJiy ^y, • 

i ieiu .i.y s 7cnd that ouch time 
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looking at it when X was shown it. 

Q How much time did you spend looking at it? 
A j don't recall. I am mire if it was anything, 
it v/ar. under ten minutes. 

Q 


to ! 


II 


il 


li i 




is 


14 


15 '» 


16' I 


17 il 


Did you reed it word for word? 

A No. I scanned it. In fact, to be perfectly 
frank with you, 1 haven't n.-ad it word for word 
since you gave it to me. I frankly did not have time 
last evening, I had some appointments. 

But as I said, this apparently looks similar, 
if not the sc.tr .. 

1 just wane to say thin, that basically, the 
last paragraph of this report whore it referred to 

tne fact "Buy w was something that I recall when I 
taw the report. 

In your complain . you charge that a certain 


i» il 


report prepared by Mr. Brov/nstein was misleading in 
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various respects. 
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••-a i 3 ::hibit 8 the re;-or 
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you are challenging 
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in your amended complaint to je in 

any way false and 
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A -33. it is my opinion. 
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you like to know why? 
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:.ou at some future 
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time rf tor we have a chance 

for Mr. 

Brov/nstein to testify? 
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L.t me ask you. Hr. Felton, would you 

jj l0 ° k at the firet Page of Exhibit 8. 

A Yes? y 

« Is there any false or misleading statement 
|j sot fort h on Exhibit 8, Pa S , ; i? 

Ij " LaKe 10 y ° U ar£ looIc: * n S at some papers that 
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eoin S co rex’er to their. 

A All or them? 

Anything ycu veiV-' to. 

" J ° 80 t0 C ° r:trc -- 2:lr - Anything I refer to, 

ySS * 1 hw;i(UnZ n0W sc,me1hin 2 that weighs in the 

P ° ,,nC1 '"- 1 " i0 '* in * •* «“ ** sheet, for exat.,le. 


1 

5 

3 

you brought with you, Mr. Pulton? 
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A yes. 
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so make use of in the examination ought to be marked 
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a line-by-line basis. 


3 \pu just asked ns a question last evening 

4 regarding whether tbit: was similar to or the same as 
» 

3 j the one I saw. But in view of what you said, I think 

■3 perhaps we can begin trikins about the first line, 

i 

y j New* let's look at the first line cf this 

8 report marked Defendants' Exhibit 0 for identification, 

3 earnings for 1970, 25?; 

10 I 'would like to have this marked as Plaintiff's 

11 Exhibit 1 for identification. 

I • > 

12 j You can it ark your exhibits when it comes 

j 

13 j time fer you to question yourself. 

I 

14 I ^ut is *hia a document that you are using for 

I 

is j the purpose of refreshing your recollection in answering 


the question that 1 put to you? 


!':R. WALLIS: Then let rae mark it as 
Defendants' Exhibit 9 for identification which 
appears to as a photocopy of a document, part of 
■ larger document, apparently, bearing an 
accountant's report of Main Lofrentz and Co., 

<■ a tea Novetr.uar 20, ! 97 'o. 

FELTON: 1' think, air, that that is 
part of the annual report for 1970 of the 3 i Company. 
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(Document above described was marked as 
Defendants' Exhibit 9 for identification, 
this date.) 

A WU you hold it a moment, sir, so I can point 
ouo to you v/hat I am referring to? 

Q What I want, Mr. Felton, is an answer to 
my question 

A t am going to give you an answer- to your 
question in my way, sir. 

The earnings for 1970 showed a net loss of 

a silCi ’ e J r<ot the +- 0 .*!5 that appears on the top 
line under 1970 . 

How, there is .1 breakc'own in the annual report 

Cv. 0 C .25 on continuing cpoir.tion and $ 0.09 from loss 

from discontinued operatior. I any that Is misleading 

bccausj tiie bottom line of the annual report for the 

year, fiscal year ended June 30 , 1970, was 60.34 as it 

appears on Defendants- inhibit 9 marked for Identification, 
not .$o.£ 5 . 

* V;hat other erroia or- raise and misleading 
statements ere set forth on Page ! of Exhibit 8 ? 

li ' L f ' acl th e ^972 euphoric estimate 

of $ 1 . 
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Exhibit 8 , Page 1 ? 

\ 

Page 1 -- at this time, regarding "Introduction,” 
Information Indust ’V" end "Description of Business" 

on Page I, i am not in a position to answer with the 
excepci.on of orte other thing that I note on the top 
line, after the $G.25 eamiig 3 indicated for — a loss, 
rather, and the estimate of $0.40 and $1 as I indicated, 
estimates for 1971, '72. The P/E, '71 P/E ratio, 32.5x, 
this would appear to bo the price earnings ratio 
.which .‘.ft , i understand, what relationship there is 
between the earnings of the stock and the price of the 
stock at the open, market. 

* wl :ln view of fact that on the same line, 
all one-way on the left, there is an indication, 
recent price, .‘pi3, 13 — apparently $ 13 . At 32.5 
it appears to be what the stock was selling for, 

•, 0-3 roeenv. price, 'which is the date of the report, 

• ' r ‘ ay ' a > thafc thf ' represents 32.3 or thirty-two 
and r. half times the earnings of the stock, the current 
earnings of the stock. 

■ 3 *** Is til X nexc to it. I con't know 
1 * e * 05 - 'there is no explanation i’or It. 

J>St lt '• e6nia t0 the '71 ?/S ratio , at the time 
this report was prepared, Kay 17 , , n> considering 
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. t 


the facc that this is a recent price, should have 
been aero, not thirty-two end a half or 32.5. 

Ihe whole line is a line that is misleading, 
v/ith the exception of recent price and the price 


range. 


Thdre are two asterisks below that indicating 
the bid price in the OTC Market and the fiscal year 
ends June 30 , * /0 3 out the ^e is no description of the 
X other than the statement that the P/E ratio for '71 


is 32.5. 


■Someone looking ut this and reading it, just ■, ■! 

thu.',. ...Lone, this particular line, it is a very, very . 

i>*' 

misleading line, grossly so. I},; 

ivt 

* *4^ 

Are there any ether false or misleading '($ 

Ooa Cements on Page 1 of ’Inhibit 3* >-./ 

>r 

A As I said, there is information on the company f,*' 

that 1 am not in a position at this time to make a 

\v 

eonmo-it on. 

Arc. you able tc* point to any other sentences ' 

. \ *♦ 

on j. a-e 1 which •?.ro false and misleading? f'S( 

A As I say, at this tine, no. 

U, } '• 

h Can we turn to Page 2 of Exhibit 8. !§£ 

ujff 

Arc there any statements on Page 2 which are fc ? 

A >' 

false and iiic.loc.dine? I • 
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| A Ju.it looking at this qaickly, it it my 
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25 !; 


recollection that tho Excerpta Madica Information 


Systems, Inc. never really functioned. As f say. 


oh.'.a is subject to my recolLection. I e.ta not 


at this time prepared to say this for sure. 


^ut my recollection wa3 that this was never 


over a functioning corporation. 


Q What paragraph are you referring to? 


A 't’hi.G is under Paragraph 6. 


In Paragraph 6 there is a reference -- 


A '-no j.aso line, the lasc sentence, rather, "Through 


“ v:h0lly D,:nad subsic'.ic.j-y (sxcorpta Kedlca Information 


Eyeterns, Inc.), 3i provides this exclusive service 


is ’! e-H ovc ? the world." 


1 ' lo nr/c bcUeve > firstly -- well, this is a 


, 7 jj misleading statement, net a false statement, in the 


sense that I don't ever?, lend it provides it. I don't 


think it over provided it because I don't think it was 


/0J jr ’ °* ,er£lt " J - 0 A and if it was in operation I am not 


£Ur ° but * ould «-?er to the terms of the 


c ' reei . hUl ' dc,n '^ ' ll - n ' c 'the agreement permitted 


ii f»i.Ij;’ f ’i r*’r o r/ h W '. 

jj Ij ® r * au - G ^ services throughout 


the wo v: d. 


I .bought Exeerptn Modiea provided 31 Company 
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with one information for tie United States. 

fo now, it seems to me, this is misleading 
and i think that since the Kxcexpta Medina Foundation 
data tank was really not operating, this should have 
been stated or at least there should have been some 
qualification for this, fo, this euphoric statement. 

Q Vou conclude that the last sentence of 
Paragraph 6 on Page 2 is incomplete and further 

information should have been given with respect to 
that? 

A Yes. Correct. 

p when was the first time that you ever 
h-ci^c t.i. the iwccerpta Medina Foundation? 

7he 11 * Aea.i-;! of Excerpt a Iledica 

Foundation was when Klsnan told me about it and he 
referred to it as a European data bank. 

k lou d.j.an • t tesx.fy about Excerpt a Medica 

Foundation wterter in yarn- wcourtlno conversations 

with hr. discan. 

A V record stenis on its own, but X just say this, 

***** a0mUao tefwe Kr - «•*"** sent me the anhual 

1 ’- P0, t i '°" c;>0 i™* W70, l.o mentioned to me about 

tne fact that they had purchased a largs European 

data Uiiiu and 1 bcl*c.vfa •• a.,. 

- u th. .t rs the reason why he 
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Felton 

sen!; m« the report, because he said rather than 
explain it, I will send it ;o you. 

..nti if you recall, I mentioned the fact that 
there >:e« an asset on the balance sheet for the 
annual year 1970 which was approximately 62% of the 
total assets, which I saw when the report was sent 
to me, so if I didn't mention Excerpta Medica, that 
was. because — well, I assumed you knew when I said a 
European data bank that that is what he was referring to 
Q rfhat other sentences, if any, are there 
on Page 2 of Exhibit 8 which are false and misleading? 

* v 

A And/or misleading? 

'■•I . False or misleading. 

# 

. said { just wanted to qualify your question, 
xou are saying false or misleading now, sir? 

1 boMeva I have been saying that all along. 

A V thought you said end. 

3:1 Pa o e 2 with the exception of what my eye just 
caugat, the last sentence ir. Paragraph 6 , is a 
continuation of the description of the 31 business. 

And r am nov, ia a position •; o comment at this time 
c, > ,y 0‘. v- details taccuse this would require a 
vcv., careful reading of the 1970 annual report as well 
as the 10 -K for the years 1969, 1970 and ' 73 ., to comment 
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on statements here regarding the number of items, 

ior example, in the Physics Data Bank, the Chemical 
Data Bank, I don't know. 

Bvra 1 ^ ust know thir *j that the fact.a are here, 
txiat I am not In a position to comment at this time. 
But that would not make a difference to me, 6 ir, 
Except for the fact that it looks so good as it 

appears here, it would make no difference.* to me, 
as such. 

J.ho difference vras to me as an unsophisticated 
investor was, as I pointed cat to you, on the top 
line on. Page 1 . 

../w..r, if >ou want me to spend some time on 

9 

chic and write you a note on ?c.ge 2 -- 

I do not v.ant any note, Mr. Felton. * 
really vrc.nt at this moment for you to tell me if 
there arc any other fait* or misleading statements 
on Pago 2 of Exhibit 8 . 

11 you (1 ° no1 " / !inow a ’»y other, I think you can 


say so. 

A I to not see any at thi i time. 

Lc2hfa to Pag.; 3 of Exhibit 8 . 

Ara Cher.* any false or Misleading statements on 
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MR. FELTO?I: Off the record. 

(Discussion off the record.) 

. • 

A Once again, this is detailed information regarding 
vaiioas operations and subsidiaries and X have no 
comment at this time. 

Q Is there any sentence on Page 3 of Exhibit 8 
which you claim to be false or misleading? 

A At this time I see no sentence on Page 3 that 
is false or misleading, because I do not have at my 
disposal any of the information that can either 
substantiate or detract from any of the statements 
that are contained on Page 3 . 

oo 1 reserve any state merits to such items_ 

I don't reserve. 1 Just c.or.'t, at this time, I do not 
have -he expertise to moke a comment or to find 
anything false cr misleodirg on Page 3 . 

°* 7a any statement on Page 4 of Exhibit 8 

which is false cr misleading? 

A Page 4 also contains specific information, 
x do not have the expertise to answer your question, 
with the exception of the iar.t pora graph. "Through 
i'.:cce> vta Medico, 3i began felling its services in 
Europe during the pusi two months. While it is almost 
impossible to place parameters on the 3 ize of the 
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foreign market, tho compact estimates it to be 
substantial." 

li./ understanding is chat the use of Excerpta 
Me diea data banks was exclusively for the United States. 

4 Other than the first sentence of the 
last paragraph on Page 4 _ 

A 3uc I say that 7. am net sure of it. As far as 
I am concerned, it nay very well be true, and as a 
matter of fact what I am doing now, it :.s the first 
Cija8 1 sau t s his particular paragraph, as well as the 
paragraph regarding Excerpta Medics. -- no, no. This 
paragraph. 

co, I don't know, i would have to refer to 1972 
# 

10-iv j or any specif 3 c answer. 

i-lease take al?. the time that- you need. 

* l " ,; is * hcr ® ar l r father sentence, other than 
your qualjfied answer with respect to the first 
paragraph, the last paragraph, first sentence, 
which you claim now to be false or misleading? 

a L a ° noc have tJ " ia expe rtise to make any statements 
vrithoi.v a detailed study of all the 10-K»a that were 

l " xU * 3:1 cr *'&et that the information 

th0t 3C COT **ne4 ™ * - «nd by the way, some 

cf this information would rot be on the 10-Kj 
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for example, in one of the paragraphs they refer to 
industry and government organizations that make use 
of 3i aorvicea. 

i am sure that j information is only available 
at the 3i offices in their own records. 

Q But my question is a very much limited one. 
And that is, are you now able to point to any other 
sentence on Page 4 which you claim to be false or 
misleading? 

A At this time, no. 

I 

Q ' Lct ' 5 lool: at Page 3 of Exhibit 8. 

Is there any sentence on Page 5 which you claim 
to bo iaJ.se or misleading? 

A 10 •' c i0olt "> fc W-s paragraph, under Financial. 

"?or -the year ended dune 30, 1973 » - :t am reading now 
J.i.o.n u —.i paragraph -- "3i had net revenues of 
• itu..lion and. a loss from continuing operations of 
*.0o,..oo or * 0.25 a share, a non~recurring loss of 

stented from the sale of Systan, a discontinued 
operation ." 

^he s-:r-.;onca, there is mention of $0.25 ’ 

“ ' V ° Wxo m **P> -serson reading this, this would 

I/ae $149.*-OC. v=is ccomputed in that $0.25 
a snare, especially going bids to the first page. 
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$ 0 .25 a share. 


| J Aj C ' ycu sa v ri ' 1 S that first paragraph 

4 i is fal30 or is it mlaleadJrr’ 

c ’ 

* J A Misleading. Hot false. 

6 wl And VT0Uld explain again why it is 

7 misleading? 

8 a JJMI» Should have been an overall summary of the 

8 total Joe. per share for the year 1970 but there 

warn mi that i. mentioned here 1. *0.25 a share. 

1 <3 Are there any other statement, on Pag. 5 

• of Exhibit 8 which vou p'l-irr ^ x> 

if >u c.Uxm a A e false or misleading? 

1 A I am sorry. 

MR.■ FSLTOil; Off the record. 

| (o.». sc us sion oil 1 toe record.) 

! A 1 '° Uld Uk9 to this on the record, i am 
( ' Cwiie chooJcmc.rice on Defendants' Exhibit 

° marked for identification. 

^ L 'J° XXj ? Psrr.iiaui on to erase it? 

Jj Please do. 

j A 1 <hOUl;hi: 1 W8 <“*»« reference the other 

1 copy yen wore kind cr.rvwt to y-iv« T • 

I L ° ^ AVe “ e * I just want 

I to point out — 

t 

j 

0 rri'a.* ^ . . 

‘ nXtt la 1R ^eiiCsije to »ny question? 

A 1 Just want to Pcint out that what I am 
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doxng now in picking out all the points is the closest 


reading that 1 have done on this particular report 


since the first time I over saw it and it is in response 


to jour page-by-page, line-by-line questioning, and I am 


just saying this is a proceeding that has been going on 


and I am referring to -- I have referred, I should say. 


to one of the exhibits that I had with ne which is 


marked Exhibit 9> and also since your question is 


current today I am drav/ing on whatever information 


X have, that X have since learned. 


1 .!.hc pending question is, are there any 


other sentences — 


A I understand, that. X am going to continue now, 


PI /a*:* n 1 n 
•V«i.v2 • 


am noc xn a position to comment on the second 


paragraph new as to the non-recurring loss in the 


10 || recGn; ‘ 3alc oi ’ Trenton-imacau, because 1 don't know 


ix ohe..’e wore any sum!-annual figures recorded by 3i 


no I* '° r th0 i Ge ' V 


As of now, do ycu know of any false or 


niisXenuxng statement in the second paragraph? 


• ,i .. dOt.'t know. ho’jiy I would like to refer 


l 

|j at tk.l.i time to the fourth paragraph, however. 


'.'he company has also extended to July, 1972 









■■ -r *$&..**& 

- *, , -. —• ' j' 0 «J 


2 P j! 

,!! 

il 

! J 


23 [l 

l* 


Felton 


tnC riSnt t0 be C tn repurchasing its shares at 
I fixeci Prices originally sold to Exeerpta Medica in 
jj exchange Tor the exclusive right to Exeerpta-s data 


bank. ” 


that statement false or misleading? 


*S3. Both. 


Q Are there any other statements in the 
fourth paragraph which are false or misleading? 

A Bo you want to know wly? 

I will ask you later, if i am interested. 

A Fine. One way or the other, I will be testifying 
about it. 

let's look at the second sentence in this 

t 

jh # ** HIt e\ v’l r^.i i | .• .. . „ . . .. 

v " miJJj.o.v paj.d xcr this agreement 
J.il" .jo written off over a ^i-O-year period.” 


•i’uat sentence J.r false and. misleading? 


A Ye 3. 


4 Arc tho - a «»y ct her sentences in the 
fourth paragraph which are .false and misleading? 

A third sentence. 1 don't say the third 

sente v:e •;« fpii., . .. . 

" . A ,j0y xt 12 wicleading. bet me 

lead . iiu vhr. £ort c *nf*r» ».»’».?..u . 

C ' a " Mich 7 -uy is misleading. 

_ in S ht. 

a "the coupany'a auditors arc in the proceas of 
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finalizing this new arrangement which includes 
worldwide rights for Excerpt a Medica 'a services 
except in Holland." ' 

Q That sentence you stated is misleading? 

A Yes. 

Q To summarise, the fourth paragraph, 

wnich consists of three sentences, the f j r3t two 

sentences you claim to be false and the third 

sentence is misleading? 

A False and misleading. 

: 

Q Pulse and misleading, and the third 
sentence is misleading? 

A Yes. 

<1 Xa What respects ire those three sentences 
false or misleading? 

A Trie company, and I r.ssune it is 31 because 
this is what this report is about, "has also extended 

to Ju..>. j. 9,'2 the right to begin..." whose right? 

The company’s right? 

1 pay this; that this w.iole paragraph, all three 
sentence, must be read together in this way. No 

■nc-fiL.-.o,. 1.. r..:ue an thin paragraph to the fact that 
there ,,, ntcc, gj ver*., if & * 

do.ta ■ *■ ■ .i nir.'rl|'ie>> -V . .... 








tolt'jfl 

»?.!. million v/c .'i noc rio-jr) ■» • 

1 ° raantJ - on v ’aa made of the 

f3Ct th3t ther ° WOS * *«*er. one Ered von 

hugcn, who received ♦ISO.OOO and should have received 
the other $150,000. 

by the; way. I ion > *• >,^n 

*’ 0n " balie ™, subject to 

further dlscovoiy on my part tha'- 

J ^ Chao 3.1 ever set up 

I 1 : 111 " ^ ^ ^ - September 

. V «e„ chip agreement vas made between Von Eugen 
31 Companv. 

•^cu sea. oTie-j mn-. d.* 

• £ ’ *' “**» agreement as 

contemplated by the parUeo ,,as 46 fifir , 

1 i-OjObu shares plus 

to K;:cerpta Motives .rs«+ .• 

* ” pluc; *300,000 to Von Eugen 

1 ^ 3UUC Phe millicn '^are vas arrived at 

3ecau ' i " t!ls agreement orovU’e-d <v •> 

- v teU fo *’ che right, and 

f ‘ ° nC ° a £' Ui ‘ USC th2 COM,; ' f , h1 . ,r ... 

- ht .u? quotation marks 

:o - Irc ' J Pta Medico ^ounc'atw < t 

• ounc.ai.vor. to have the stock 

opvrc, 13U d by 31 at acme l Ktu „ date for *3. 

'"' UV1hU0 ’ thiS ~ *«•"<> ftock contemplated 
; r ^ " mti — «* m this report 

c.,4 fo';o that th - ^ 

,m Dtn P^onU (l million 

paid, bit t»»l- ^ 

‘ lcL csrod stock which, 

t-,; ' *nd eieicrs vou 

* * a *- i.rii* J*c»i' ^ v *» Af _ 

j ? t now. on 

.■% 1C f*"* \ a 

j - -••' v • ity r.'iaULi? rnd as 

- unde ^standing was 

'*' WC.cn'l. . .. 


0 


l 
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that vanished. 

Nov/, I don't even know lx" the stock was ever 

delivered to Excerpta Medico. But I do know'that 

$ 1 , 000,000 was not paid. 

In essence, what was paid was $150,000 given 

to Fred Von Eugen plus 7,500 shares given to Fred 

Von Eugen in exchange for his stock rights to 30,000 

shares which were 30,000 shares which were given to 

subsequent bo the original arrangement which was 

an exchange for the $150,000 specified which 3i owed 
1 

him. and the 30,000 shares were to be repurchased 
at a future time at $5 a share. 

Q Do you have 

A IVo.a is a false and misleading paragraph here 
in Many ways. 

o Do you have any information about this 
fc.ran sac l-.on whicn you obtained, from any source other 
than i;ri:. public filer of the £ 30 V 
A Surely. 


II 

24 ll 


k bhat other sources of information do you 
ixu c \j ci -•aspect to this tr.rosac cion? 

4 * " or '-“y* »'hcn I say surely, I mean 10-K's. 

V.'hr.f 7 ire ant surely wij tne 530 also has a copy of 

the annual i-cpo rx, for the .yerr 1970 . 


<. •• <: 
*:» 
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Q Then it is correct that everything that 
you know about thin transaction you have gained from 
reading the public files of the SEC? 

A IIo. 

Q Then what other sources have you used? 

A As I said, 'when Mr. Nissan sent me the annual 
report for the year 3.970, there was mention of this. 

So you see, what you have here as Exhibit 9 is a 
portion of this 19 v 0 annual report which was photostatted 
in the SEC files. 

hut. at the same time, in answer to your question, 
the information was gained originally — 

C>, Are the — 

A Excuse me. In the annual report of 1970. 

0. Are th» facts correctly stated in the 
annuel report of 1970 ? 

A Certainly not. Certainly not. That is my point. 

Jlie only time the record v/.-w; set straight was in 1972 


£0 

l! 

on the 3 0 • - if report 

21 

1 1 

c And the 

22 

1 
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oil Erhiwit 3 and t 

23 
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misleading is what 
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Q Do you have any ether source of knowledge 
with re::pect to the falsity of either Exhibit 8 
or the 1970 annual report? 

A Would you repeao that, please? 

(The question was read.) 

A Other than the SEC files? No. 

Q Ari there any ocher false or Misleading 

statements on Page 5 of Exhibit 8 ? 

A leu's look at the next paragraph. Paragraph 5 . 
/hilG no specific estimate is made of current 

i 

and future operating revenues and profits, 3 i will 
continue to be profitable..." Having n loss in 1970 
of $0.34 and having a loss of $ 0.47 in 1969 ? "will 
continue to bo profitable"? False and misleading. 

0, Are there any others? 

A it?i. • 3 look at the next paragraph. 

Q Paragraph 6 on Pr 5 of Exhibit 8 . 

Arc. by the way, it 3.3 actual Ly led jn by a 
Hn.sload.ing word, actually two words in the previous 
paragra; h, in this sense, "i/he key to its present 
and future success 13.ee in its capability to generate 

an inc .■ using volume of revenues which will yield 
higher vrofits." 

Once again, I say "higher profits," when it had 
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greater losses. 


'Io T 7 , let's look at Paragraph 6 . You note 

I 

that what actually happens, here is, there are 
three coluinns as part of this paragraph; Annual 
Gross Revenues, Pre-tax Income, After-tax Income; 

mil Lion, under that .$6 million, and under that 
$12 million. 

Where do these figures come from? The average 
person looking at this, anc this basically is one: 
of the things that stands cut on this page, would 
appear this is their income, their earnings, I should 

i 

say — not income, and earrings, the annual gross 

Ij revenues, their pre- tax income and after-tax income, 
jj 

inre would appear, this is grossly misleading. 

!* A .. r 

!..l 2 mi! lion there is no mention made what this 

jj $12 million or $5 million zefers to, pro pre-tax 

l! 

ji .'..noone or after-tax income. 

ii 

jj Mm average person locking at this, these are 

;j very -'.urge numbers. After-tax income, in the third 

!| 

column, $ 1.3 million, 2 -!- million, 5 + million. 

j acn do .. 'znclernland that Paragraph 6 


on Pare 13 i* s in our jndgrxit misleading? 


t 


‘‘os.”.<.y iris leaf. L ig. 

- Crossly nljleading. 


Are there any other 


•v r. 
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ntatoments on Page 5 which ire either false or 


misleading? 


A The last paragraph. 


That is fa rag rep18? 


A xey. That is it. I would like to point out 


a few things on Paragraph 8. Third-quarter E, 


fourth-quarter E. Ehat does the E stand for? 


Do you know what it stands for? 


A do. 


Does it mean anything to you? 


,! A Tjoea it mean anything to me? 


In the light of ell that I learned on this 


J macter, today, plus all the other matters that I 


pointed cut as misleading, :: would say that E apparently 


17 ;i s 'tar.d? for estimate or ectinated. 


iuo I say this, that what is rco3t misleading 


abou. oils Ej if it would bt considered as estimate. 


13 ~ llia was mc.de on May 17, 1971. That 


' 3 the ‘- at - oi ’ the «P<>rt or the first page of the 


you hanric'd mo A . •. , 

1,10 • i 2 .»cal year ends June 30 , 


2;} ;j 10 tl, whin!i means thin repeat -me prepared at the 


end 0 a the fourth quarter. 


1<ow * lo °ki»g at -his, and looking at it today. 
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V 


v 

arc! lot's say assuming that this 2 is estimate, 

I question why there would be ar: estimate Tor the 
child quarter ii thus report is less than six weeks 

; 

away from the end of the fearth quarter. Why would 

there be .an E standing for estimate for the third 

I quarter? The third quarter ended March 31st, I believe, 
» 

since '•;c figured June 30, 197 * 0 . 

. do that is June 30 , '?0, a half year is 12 / 31 / 70 , 
an.d the third quarter would end March 31, ' 71 , This 
report was prepared May 3.7, ‘71. Why would the third 

quarto..' bo an 3 ? 

I 

Ware the third-quarter figures for* 3 i 

roleaoeu nefore May 17 , 3 . 971 ? 

| 

i A Were they released? That is not a question of 
jj 

. s..ea.<.d. I said I wasn't sure whether even the 
j! ; * Al - WB reported for l$7l to any source. 

ij 

jj >lui: » :hGfc y aa setyinj here is this. That this 

I report was prepared on May 17 , *71, six weeks after 

jj who e.-io. a: the third quarter, and based upon analysis 

j! hy an <^riencedans.lyst, I assume, I haven't had the 

II 

j; vluas-.: : :*f tr.ll.ing v.o hiv >r meeting with him yet, 

!< 

'5 : >ui this vcw hi.i work. 

|j .. 

,j u At ‘‘..mo ev»n looking at this, why 


% 










13 ! 


16 ! 


io r 


20 . 


- 

. 

s 

24 ! 
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past, '.i.x, would * assume this would be an E, estimate? 
Ells might very well be a typographical error. 

| Csrt&inly there is no actorish explaining what the 


E is. 


Lot's f'o further — 

Q . X don t understand. Let me be sure of it 
to the extent that I can. 

. la it your objection tc that portion of Paragraph 8 
that there Is an E after "3rd" when there ought not to . 
be an E after_ "3rd” because the third-quarter figures 
should have been Included as they actually were? 

A Mo. Bus Is all part cf a picture here because 


I am looking — 


| q X tVA not i-nterestsd in the picture. I am 

* tryinS ,0 got elcar vh y E after "3rci" is false or 

• miuleac'.-.ng. 

\ A ’ ! havc to ‘ toU 3t to in the context of my 
entire answer. 

! 

! 1 “* iookin £ nc»f at a from the SEC files, 

j. P.ige Id. x just want to poi-.t out tills to you. 

I Eicre arc two tlffersnt typei of photostats here, 

jj 1 am sure after 1 refer to it you will be wanting to 

? ' 6hjr ‘ one of your exhibit's. 

But I just wanted to point out. Exhibit q f „ „ 
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‘ t 


different type of photostat than what I am looking 
at, Page 12 , the difference being that this is a 
New York photostat cf the SEC and this is the 
Washington, D.C. phctor.tat technique. 

W, All that is interesting but it is not 
helping get this question answered. 

A Looking at Page 12, Item 2, summary of operation 
for the years ended, in this particular case, 1968 , 
1970 and 1 71 3 the revenues for the year 1971, 
and that is the total year ended June 30 , r 71, was 
$1*052,000. $1*052,657’ to be e;cact. 

3 But those figures weren't svailable in 

hay of 19 /I, were they? 

A Please, sir, let ire finish. 

C, Well, v;ere they? 


f 

.V 


yj || ll nz please. The total revenues on the 


13 

ii 

!i 

ll 

last paragraph, Paragraph 

13 

M 

double the amount that the 

2 ': 
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P:.ge 12 of something. 
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Q I take it from what you said, Mr. Felton, 
fix)in the information shown on Page 12, the total revenues 
for 1971 were only $ 1 , 052,697 and that was the figure 
that should have been on the bottom of Page 5 of 
Exhibit 8 ? 

A lie. . Hot should have been, but pretty close to it 
because 1 say this to you, sir. The first and second 
quarters totaled $773,000 where there was no E. 

Q Wore 

A Just a second, please. Now, you subtract the 
* • 

$773,000 from the $1,052 -- 

MR. KTJNEN: $774,000. 

MR. FELTON: I’m sorry. $774,000. 

A The first two quarters total $774,000. Subtracting 
that from the total for oho year of $1,052,000 means 
that for the second half of 1971 , assuming that the 
firrt two quarters were correct and not false .and 
Misleading, that the third and fourth quarters 
.should have only been a iotal of $278,000 whereas 
according to Paragraph 8, the third quarter which 
1 ad been completed incticata j, and J. am referring 


. |! ,;c ^0,000. And the fourth quarter, which 


23 i 
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they w?re six weeks into, $300,000. 
Q Let me try to — 
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A Let ;na go a, little further. 

Q 1 don't V 7 o.nt you to go further unless 
you are answering my question. 

A ’iou ashed, me what was false and misleading. 

C, You said the paragraph is. 

A I want to tell you a little more about the 
paragraph. 

C> T. am not interested in more about the 
paragraph. 1 am trying to pin down exactly what you 
claim is faT.se and misleading. 

r 'here are figures hors for the first quarter 
of 19 VI. 

Arc they false and misleading? 

9 

the first line shorts $315,000 revenue. $70,000 
loss. Is that false and misleading? 

A i don't know. 

4 'j?he figures fox the second quarter, a profit 
of $ ; k»,G00. pre-tax. margin of 9.5^. 

I* that false and mi'-, 2 ending? 

A 1 runo to say tlio about the first and 

ies'.n i Quarter. It Is ex\romely unlikely, considering 
the '.uv endeu ifvtr. 30, 71 ao indicated on Defendants' 

Sxaiuit fuubar 10 .enrietd for identification showing 
a tOi.nl loss of $ 5 * 13*000 of which loss before 


V- 

r: 


f. ‘ 
i" 


i v 

•*. V 
<» 

'' * 
»• Mt 


h- 


js* . 

*• 4 

... V 

I '• 
» 

a * 
•:*, • 
*• .* 

r • 


:K\ 

i~? 

fe 

Hr 
r • 

i . 


J* A 









1 


Peltor 


v 


B 

0 
R 
A 
, K 

R 

t: 

‘~0 

H 

T 

I 

N 

G 

I 

• 

5 

0 

N 

A 

S 

s 

A 

U 

8 

T. 


V. 


2 

a 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 | 

15 
IS 

17 

18 

13 ji 



extraordinary gains was $531,000. $ 58 . 1,000 loss 

for ohe year 1971 is, it is highly unlikely that a 

profit showing a loss of $7C,C00 for the first quarter 

and a p refit for the second quarter could possibly be 
correct. 

Q Do you. know of ycur own knowledge that 
the information shown with respect to the second 
quarter of 1971 i S f n i se or misleading? 

A No; at this time. However, based upon Defendants' 
Exhibit Number 10 ma:*ed for identification, it is hard 
uej.it.ve that i.nere could be a loss of only $70,000 
for a quarter and a profit the second quarter of 

$ 110,000 ^htidering we have for the year a $ 581,000 
total loss. 

Q Do you know when the third-quarter figures 
feu _.J. were published by the company? 

A I uon't; know even if they were ever published. 

They j.ught be. But v don't know. 
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Make any inquiry cf anybody as to how much 




money it made in the third quarter of 1971? Did you 
get any materials mailed to you by the company? 

A I receivec* no materials mailed to me with the 
exception, ao I said, I nn*;ht have received the 
annual report. But if I did receive it, it would 
come to my attention. 

Q That 13 the 1970 report? 

A That is not the report I am referring to that 
Mr. Nissan sent me. I am talking about I assume 

I received it because I am sure that all stockholders 
receive an annual report. 

Q Did you jet any other quarterly reports 
of the company? 

A What »ai strange we, there was no other report 


? or »71- 


Did you nake any inquiry of bhe company or 
Mr. Hieaan as to ho* much feney it's acting each quarter' 
k J ' C yj “ 1 indicated to you that Mr. Nissan 

said somewhere olen,; the my that the company was going 
iiito .vi 3 blue).. 

0 

i Bid you ever ask Mr. Nissan or the company 
as to ssantiy how may dollars were reads in any quarter? 
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Felton 

Originally it v/as a loss — 

Q Were you interested? 

# 

Was I interested? 

9 Yes. 

A I was interested, only fc 0 this extent; that one 
of che reasons that Mr. Nissan said that the stock 
would go to $15 and higher was the fact that there 
would be better earnings an a then somewhere along 
the year, he said that the company would have good • 
earnings going into the bin 2 k. 

Put the amount of the earnings was of 
no significance to you; is that what you are saying? 
A '.Laey certainly wore, fou mean specific amounts? 

9 

9 Yes, specific amounts. 


A 


\sO 


n 

*v 


One million or ton million? 

A He. Because basically speaking re had here a 
case where this is s new business, according to 
hr. Nissan, there was making acquisitions, building up 

chej._ capabilities with the European data bank and 
looking to the future. 

9 You knew .• 11 .u,-.. 

- j. ‘-•j.-'Uj, trot tnxs wa 3 a very 


24 ! 
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*is:..y investment, didr..• t you? 

25 ! 

A Certainly not. 


f • 

J» s 

<v? 

* *1 

*, . •' 

'U 


& 

Vwf 

.V ' 

VS 

I. 

rv', 


'3 9 ' 

i. . 

f. # 

♦ 

)*•$ 


■ 

r 

<. 



1 


B 

0 

ft 

A 


rv 


R 

F. 

P 

0 

R 

T 


N 

G 


1 

b 

0 


N 

A 

S 


A 

U 


s 

T. 


2 

3 

4 


7 

a 

9 
10 
1! 

12 

13 1 

14 

IJ !; 


II 




17 


13 


i& j| 

i 


20 || 


21 I 


2?. 1; 


2.J i> 


£4 |S 


'I 


23 |l 

H 




Felton 

Q Did you know it to be a speculative 
investment? 

A No. Let me Just say this. What I consider 
speculative, any purchase of a stock, an equity, 
involves a certain amount of risk. The Dow Jones 
averages themselves reflect upward and downward 
movement of blue chip stocks which is basic industries 
in this country. 

.UaC .tact is that the Bov/ Jones averager J of 
blue cliips a year before 1 purchased the stock or 
so had fallen to a very, very low point. 

ly-i basically, people who owned American Telephone 
* '-telegraph and the cornerstones of American industry 
themselves hdd paper losses of many, many millions of 
dollnm. 

tow, somebody perhaps twenty years ago presented 
wttb Xerox with a good scory by a broker would have 
conside red Zero;: or even IB4 as a risky or speculative 
purebare. 


Y< , 
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kt the » 0 “e time, if the concept was there, 
peop.-.c believe io arc! the difference was that it was 
foundac on the truth and. so people had tremendous 
appreciation of the5 :• money. So everything is 
speculative or risk} \ hen you buy equities. 
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Uut at the same time dirt X consider I was 


gains to Las Vegas, no. air, x consider Mr. Nissan 


or any of the statements to be at that time 'fraudulent, 


no. Dj.i I consider this retort when I saw it to be 


fraudulent, no. 


Q But did you consider 33. stock to be a 


speculative investment? 


A . No. 


Dkd you °' nslc ' e r it to be a risky investment? 


1,15 onl: ! r:t2k t mt 1 anticipated of 3 i was the 


fact , f9ai '* ihat cha Frt‘6 Of the stock was a little 


too bii.i compared to what I originally had paid for it. 


And n\y tears wore <?.1icved b^• -ill :. Q ___ , 

«- -t.,yv.t axi ine good news that 


w -— • * — W 

9 

* !r * Wi “ ,an tolfi «• »»»» ^ end I certainly, when I 


■old m. .tjoc Winch t had purchased originally at 4 3/l(ths 


for fc .od $12, X certainly would have taken my profits 


t-.nd loo >.c(i o '.ocHbe^e ■! ■r t 1a 

••• -e ... , j.tl», in any respect that 


tnuc was a speculation fer a.c 


The speculation was no longer a speculation 


When :r -/as told coincidental Xy that a major bank. 


and I .. Jtand out at ciat tint it we a the Marine Midland 


Bank, v/i« buying the stock ihaawe.lves. 


- 1 - the basts of nr inf" o.■, 

t. —Ow..,, c.o the citne when 


U no longer was a speculation. if i could conelder it 
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in any respect, in any v/ay,a speculation, it was 
only originally when I was told at 4 3/4ths, this 
is a good buy, buy it. 

But when I received, the annual report and the 
annual report showed the increase in assets, plus 
the fact, that I v;as told about the acquisitions 
and all that, this was to do an exciting new business 
or newer business that was going to perhaps be another 
specialized type of IBM or small type of IBM or in 
the data field or something like Xerox. 

Q Arc you correcting your testimony now to 
say tire when you first began buying the stock it was 
a speculation? 

A I didn't say that. I said if you sen consider 
any type of speculation 'whatsoever about anything 
to uo with the stock, it was the fact that when I 
origin? lly purchased it at 4 3/4ths in 1970 I didn't 
inquire too much at all about the stock except I 
trusted Mr. Hicsail when ho. said it was a good buy 
and it was a very good price. 

Irt when I got to know it from when he told me, 
it yes certainly act e. speculation at all. It was 


?A i 


never a cpeculcvt: 5 on. 1 wc.s looking for appreciation. 


i 


I told you. 
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At. ohe same time when I learned about all that 
Mr. Ki,ssan told, me that was good about It, certainly 
at that point I was considering this un entirely 
different situation because if it was a speculation, 
I certainly wouldn't pay $23 for a stock that I 

purenased a year before, approximately a year before, 
for H 3/^ths. 

* 

. i Just thought at this point that everything 

lhat had been to*** tor tor this stock tod actually 

arrived and was there. 

1 

(t In making your purchases of 3i, did you 
rely upon anyone other than v?hat Mr. Nissan told you? 


Yes. 


V:ho else? 


A ;,L Company on its annual report. 


Anyone else? 


Indir_coly on one Bro.mstein Marine Midland 
report which increased artificially the price of 
the stock. 


j (i Please. Wo will never finish this 

|j dapoi,ltton if yoj ruck « speeches and don't answer 
j| a y question*. 

It 

| A J ** 006 * mn t «J>®toh»*. i am giving you 
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I didn't ask for reasons. 


Did you rely upon anyone other than Mr. Nissan 
and you now indicated tho 3 :. Company, 1971 annual 
report? 


Q 1970 annual report. And you indicated 
indirectly Mr. Brownstein's report. 

Is there anyone else you relied upon in making 
your purchases of 31 stock? 

A Marine Midland Bank in connection with its 
j purchasing of the stock 

1 

I 

Did you roly upon anyone else? 

A resulting in the increased price of the stock, 
ii Q Anyone else? 

I 

A Now, in retrospect, the acquisition of the two 
related companies. Information Corp. and Information 
| Company of America. 


Q Mr. Nissan tolcl you about that. I excluded 
what Mr. Nissan told you. 

A ? am referring to something else. I am. referring 
to the j e.c c thr.t one deal that was brewing which was 
signeo. cither Jure 3 D, »71 or July 1 of '71, and in 
con.joc-.ion i-hnt there ;.s a motion pending so in 

icacUng tho papers I res there v;a 3 some preliminary 
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work, according to the agreement, June 21 of '71 
and X am sure that based upcn what Mr. Nissan had 
said as early as 3 ometirne ir. March of ' 7 , 1 , that the ' 
arrangements for this purchase caused the rise of 

i 

the price of the stock so that — 

Q Mr. Felton, I am not asking about that. 

A You are asking for 

J . Q We are never going to finish this 

J deposition unless you start answering the questions 
I 

and not making these repetitive speeches. 

A You are asking causation and I am giving it to you. 

1 oia not asking causation. 

A Or reliance. That ie v.hat I am giving you. 

The price of the stock was reflected in March, 

! 

April and May and June, or at least the Latter part 

! 

j ° 3 - l/a rcn, April, May and Jur e by the negotiations 
| for the purchase of Information Corp. and Information 

i 

Company of America. 

i 

j And, I night add, the /.meric on Micromation deal 

which was being talked about which Mr. Nissan mentioned 


22 I “° °' e > 1 asaucie, there wasn't an identification but 

i 

23 ! r;ai< * *’- £?3 another- dural pending a couple of 

24 j aontns ago ana the only c«vvl that ever came to. fruition 

25 j was the American Micromation Industries, the purchase 
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of one remaining batch ox* their shares -- 

Q Let's take a break. Maybe a five-minute 
break, will help get us back on the track. 

A t want to finish. 

« 

Q Have you finished your answer? 

A .[ am spending a moment mere. 

Q Finish your answer. 

A I reserve as pert,of my an3we v 3 if there were 
any actions on the part of Walston & Co., as a market 
maker of one stock at the t:.me I v/as purchasing the 
stock, as to whethci there was any inducement for me 
to purchase the stock c.urin;; the time that I purchased 
it. The silence of Ex.cerptu Medica Foundation and 
in particular cheir director and employe, Peter Warren, 
who v;as also a director of -ji Company, was another 
factor. 

Ana, of course, the om:.ssion on the part of, 
end misstatements on the part of Main Lafrentz and Co. 
v/as another factor. 

M-3. WILLIS: Let a take a break. 

MI?. KUNL":f: Before we take a break, 
u.iti.'. what time are you working today? 

MI?. FiiiLTOrf: 5: 0 (> o'clock. 

(At this time,. there wa.3 a brief recess.) 
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BY MR. VJILLIS: 


Isn’t it true, Mr. Felton, that neither 


cue name Mr. Brownstein nor the name Marine Midland 


was ever mentioned to you in connection with 3 i until 


after you had made all of your purchases of 3 i? 


A I am certain about Marine Midland Bank because 


it was presented to me by Mr. Nissan as a major bank. 


Euo I can't be sure about Mr. Brownstein. 


lou say you are certain about Marine Midland? 


mac it wasn• t mentioned. 


fnat it was not nontioned? 


Ho. Becauw when ho moniionod to me a major 


bank, he put it that way. 


* 

Bvc I don't know if he ever mentioned to me. 


i 1 don 1 c recall row whether he did or did not mention 


Mr. Brownstein's name. 1 don't know. 


You mentioned, having relied indirectly on 


frowns>cin and his report. Am I correct that you 


did noo Have in your hands a copy of his report until 


rfte.- you had made your last purchase of 3 i stock? 


Y/*tt 


rno v.hat you did not even read the report 


v ooxo.tulXy than when you wore Q 

J gj./en a copy 


of the report in the taefcyai-d of your home? 




Felton 


a When I said j didn't read It carefully, I didn't 
road it intensely i„ the questioning that you are 
asking me today. 

Q 1 think you said you scanned it? 

a Yes. But the things that 1 scanned were very 

S°°d. for example, looking on the first page with the 

prices, the $o.ho and the ,'.1 + for the years 1 97 1 and 
*72 and also -- 

" aS il,at the time in your backyard 

of July 1971 that it had ever been brought to your 

attention as to what the earnings were for 3 i Company 
in 1970? 

A /ou mean the $0.25? 

9 

( l Yes. 

/3 °* ,iCit JUC!: a 3eccnd > Please. Ko. When you 
uay brought to my attention, I recall reading the 

earnings on the annual report when it was sent to me 
b.V Mr. Nissan. 

(> - . £hr.t is Exhibit 9? 

j.« paifc fu ohe annual report. Exhibit 9. 

' *‘ OV; y»3ll .jl*3t.:‘fy, V r PnH nn „ . _ 

- y * Kr ' e lton, as a lawyer, 

charging that a i-i^oo-fc ■; ^ . . 

1 * 3 ia3 - se * misleading and 

fraudulent which yon b-d never read? 

A Haac I road in.star.dlng with the things, some 






Of the things that I pointed out to you today. 

For example, the fact that the earnings were 
going to bo so great for the year 1971 and ‘ 72 . 

By the t/ay, there are ether things that were 

t 

factors, as wall. The fact t.iat Mr. Nissan, now, 
at least after ho told me tr > 73 , being an insider, 
a principal of the company, considering the information 
on this report for the earnings of $o. 4 o for '71 and 

* 1+ f0i ' ' 72 of the other things that X 

pointed out to you, considering that with the 
relationship or the fact that there was contact 
between Mr. Brcwnateln ard Hr. Nissan. 

Q Who told you that? 

A Who told flie? How did Hr. Nissan know — 
r -‘ Don 1 1 as.c ms cues.tions. 

You jay there was ccntact between Nissan and 
livownstein. 

V/iio cold you? 

-ho cold me? 

Q Yes. 

A To.s answer to tceimi ■>{ s -j _ 

.u v.e ccmpiax.it, told me. Just a second, 

no-;, dasically sueahins, rtuaaber 1 said to you before 

i wasn't sure whether Mr. Brotmstein's name or Joel 
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Somehow or other, as port of that conversation 
which I paraphrased yesterday, there was some 
connection in the way that Mr. Nissan stated that 
a major bank was puttie* out a very favorable report. 
Q In Paragraph 35 _ 

A Chore did Mr. Nissan get that information from? 

' :tn faKWwph 35 of the amended complaint, 
you.allege, and it is not on info,motion and belief,” 
you allege that defendant — 

a Just a second. Let-s refer first to the amended 


complaint. 


A Ye .5. 


" ou rn£c - n entire complaint? 


17 


« I 

I 

2U * 

i 


r.q 1 


" * will amend my question. 

“ 40 ?£rn Sfaph 3:5, you allege that defendant 
Browns tein discussed the finances of defendant 3i 

company with defendant Nissan prior to defendant 

Brovms’coin 1 e u mnni rv-» ,-<■• n • 

wrepavra..j.on o< th:-.s report. 

Wu’.jj ’"ho told yc>’> tho^ 

A By the way, this was admitted by Mr. Brownstein-s 
*"*“*"’ '‘V «»•. Nissan on behalf of Walston 


& Co. 


' ° U > " h “ \°A‘i JOU teat 


a r, 


I"y} :i -t 


onl/cW 4 Available 





Felton 


suddenly I realized that what I might be dealing 
with here was a -- 


Q So nobody told it to you? 

A But it is admitted here in the answer. 

Q I am asking you about where you got the 
information and you have testified that no one told 
you. it was Just your opinion? 

A. I didn't say that. 


Q Did anyone tell you? 

A I Just want to say this to you. In light of the 
date of this report. If you recall yesterday I asked 
you if there was a second report and you refused to 
answer me, the date on the report that you handed me 
yesterday which I have been testifying to which is 
Defendants' Exhibit Number 8 is dated May 17 , * 71 . 

1!ow 1 told y° u 1 saw the report sometime in 
July, perhaps even the end of June. Close to around 

..i.ie, either ohe end cf June or sometime in the 
beginning or middle of July. 

dov.', not having the report before me when I 
prepared the complaint, this amended complaint which 
you are referring to, and knowing that Mr. Nissan knew 
about this report, certainly at the beginning of June 
of '73, then my belief was that Mr. Nissan and 
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Mr. Brotmstein had talked about the report before 
It was prepared. 

Q Did anyone tell you that they calked 
about it before it v.ae prepared? 

A The dates and the timing told me. 

Q . No human being told you? 

A Mr. Brownstein admitted it on your answer, 
on. his answer that you submitted on his behalf, 
and also Mr. Nissan and Walston & Co. admitted it 
as well. So it o.s obviously correct. 

Q Was there any person who told you that 
information prior to your preparation of the amended 
complaint in this action? 

A Fy Hr. hiscan's telling me that a major bank 
is pucting cut a favorable report on 31 on June 7, »7l, 
consatvirxr ;% that I saw this report at the end of June, 
early -July or middle of July sometime, my recollection 
is ex. the end of June or sometime in the beginning 
or July of '71, perhaps the middle, I think toward the 
c..u .j.f ouno or the beginning of July, I assumed, based 
on the timing of those two events and not having the 
report before as as to the date of it, that Mr. Nissan 
had c?.ccusee.I the report with Mr. Brownstein before — 

C Did anyone tell you. that Mr. Brownstein and 
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Mr. Nissan discussed the report? 


® jj ^ i.have given you my answer the best way I can, 

I J ’ 


Tne easy way is to answer it yes or no. 


I can't answer yes or no. I can't answer 


yes or no. 


Q Did anyone tell you prior to your filing 


the amended complaint that Mr. Brownstein and 


Mr.. Nj.ssan had di.scussed th<» finances of 3 i prior to 


the preparation of the report? 


| 

A dates tnat I told you of these events told me. 


That is where my belief camo from. 


Did Mr. Nissan say yes., I discussed the report. 


I discussed the affairs of ;;i with Mr. Brownstein 


|| and v /3 worked out the figures, or something like that! 


' No. 


But. the fact of the matter is that I didn't see 


the report until approximately three to four weeks 


afeer that date end I didn't have the date of the 


report before sue, which certainly gave me enough 


founding for Paragraph 35 or.d I was correct in view 


of the fact that vc. a -j-. .r ••-u-; 0 .t._ _ 

• y ^ - 1 aa-twtu i*nj.c in your answer 


on behalf of Mr. Brownstein and Mr. Nissan on behalf 


24 ji Walston Z: Co. 
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You say that at the time of his aforesaid 






r 


id ; 


*g > 


• ■* '-f.V 

, .n , * • * 'V’ * <■■ 

- .«..••• a ar-nfr.-.a 


Pel tor? 


i 

discussion with Mr. Nissan, defendant Brownstein 
i 

j knew that defendant Nissan cvjned securities of 

j . 

defendant 3i Company. 

I 

j Now, who co.ld you. that? 

I t 

| A 35 is on outgrowth of 35 . 

Q . You are alleging that Mr. Brownotein 
had certain knowledge. And I want to know what the 
basis of that allegation is. 

j ^ - ani Celling you again, j6 is an outgrowth of 35 . 

• li I have a belief that Mr. Nissan discussed the 

1 

finances of 31 Company with Mr. Nissan, then — 

! ^ Once you start guessing, there is no limit. 

Ihcre j. s no guessing, sir. There is no guessing 

I 

j ac all. If there were guessing, there would be 

i 

denials hare. Cut there were admissions on your 
part for Nr. Brownstein on Number 35 . 

Tin;re are denial s on 36 fcut not as 1:0 35 . 

! 

I want to say something else as to that point, 
please. Paragraph 3'd of the amended complaint, "At 
ax! fcxmr;;: herein mentioned defendant Nissan was a 
eharonc..der in securities of defendant 3 i." 

rocer you to the answer submitted on behalf 
0x Wclston in this regard. And I say this 

co you. Based on the omissions of Walston and Nissan 
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to Paragraph 32 and based or. the admissions of 


Mr. Brownstein, your client, and also Nissan and 


Walston to 35, there is no guessing. 


MR. RICKA1D VI. LYON: 1 object at this 


poi.io. 1 would like tc see if anyone has a 


copy of the answer that Walston and Nissan 


filed. I don-t have it with me. it is not 


. .ny recollection that Walston and Nissan admitted 


Paragraph 32. 


i-R. FELTON: Eui; they admitted 35. 


“• H0HAHD »• “<*: You Just testified 


*0 admitted 32 and I would just like a copy 


oi. the ex VRwer. 


TO your knowledge, Mr. Felton, while 


via arc attesting to get that answer to Paragraph 36 - 


Ye .5. 


.vou nnv-2 any fact on which that allegation 
n " ,lS "° thS 1:nov;ledge which Mr. Urownstein had 


e.i tho time? 


a I would like to wait a moment until you get, 
icso.i.r. „ho point, that Hr. r.yon raised as tc number 


J • t 


vie can come b a , k . you complain ato 

_ ^ M. % t 


net mov j nr-; -1,1 opy, p*, ; > 
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along. 


fc 

jg 

C- 

i' ■« 


i-‘R. RICHARD W. LYON: I don’t say it is 
necessary. 

A I say this, it was admitted _ 

Q X am asking you for the basis of your 
allegations. 

A 1 am going to give you the basis of my allegations. 

. Q Ve may have to suspend this deposition 

if you can not bring yourself to answer those questions 

that are put to you, Mr. Felton. We will have a good 

look at this transcript and we can decide whether 

yon are answering these questions properly. 

A .1 am answering these questions properly, as 
0 

properly ao I can, sir. This particular complaint 
was prepared upon information and belief and you are 
asking ;p. e as to Paragraph 56 and I am telling you 

that that Paragraph 36 is sn outgrowth of Paragraph 32 
and Paragraph 35. 

J ‘' hcc ar, ythiug in writing, is that your 
question, to substantiate Number 36? I soy to you 
specif Lcaily, no. 

hid you have ary source -- 
A j. will answer this to you this -way -- 

0- Did you have any source for the information 
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alleged j.n Paragraph 36? 

A '.'hat do you mean by source, sir? 

Q Wa ° 14 made ° ut °* ‘*olo cloth or did you 
have soDiebody tell you that or did you make some 

investigation and find out what Mr. Brown stein's 

knowledge was? • What was your basis for macing the 

statement as to what Mr. Brownetein knew? 

A ■ The basis of my statement was the outgrowth of 

my sts.moments as to the reasons in Paragraph 35 . 

And that, is that Mr. Brownetein, discussing the 

report .nth Hr. Nissan, Mr. Srownstein being a trained 

analyst, the .unusual nature alone of an analyst 

writing a report on a company and nontaoting a 

registered representative in a brokerage firm that 

makes a market, are making a market in a stock in 

teeij .... very highly suspect and unusual. 

-<• -a/, no iw-ct::, .1. have no facts, written facts 

iU ' lb2r 3 °* ° thor :h£n what Mr. Nissan told 
me ftbat 1 testified to before. 

<; RetUmin8 40 6, Page 5, apart from 

*no.,e pci 0.1.0ns which you have previously listed, are 

thwic, ~r.\ ot.ier sentences >rhicr e -Paipo 

r ~ a t e false or misleading? 

tOUU pV ° f ’ J ' c for th:i year of $720,000. 
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° J po * >/e dian,t cover profit. Ve covered 
revenue. 7 said the total revenue was $2 million 
or more then double what was actually reported. 

Uut the profit of $720,000 for the year, whereas 
actually there was a loss nr nnn 


1 want to 


I am not intere 


move along 


iance to ask yourself 
;o along as much as 
deposition along. 


my questions 


Apologies? 


s and misleading? 


v.r.;: nargin 


cements 


Would 


are any statements 
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on Page 6 which are false or misleading? 

A Second paragraph. 

Q The entire paragraph, or part a? 

A The first sentence. "Ive estimate that fiscal 1971 
results will be in the range of $0.40-0.45 per share 
on revenues in excess of $2 million, which will be untaxed 
due to tax-loss carry-forwards." 

\ 

• Q And that is false end misleading? 

A Grossly misleading. 

Q, Are there any other statements on Page 6 
which are false or misleading? 

A The next paragraph. 

Q Paragraph 3 on Page 6. The entire 
paragraph or only part of it? 

• •»’ 

A No, no, About 1.6 mil Lion shares are outstanding, 
wath management holding less than 300,000," I assume 
shares. 

Q Is that statement false? 

Or os s ly mi si ead j. ng. 

Q Any other — 

Would you like to know why? 

Ci other statements in the third paragraph 

which are false urd a isleading? 

A In that particular paragraph? No. 
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Q in what respect is the sentence which 
you read concerning the number of shares outstanding 
false and misleading? 

A 1 don't have the exact number before me. But 

there is a point to this extent, that the voting 

rights of certain snares held by Gerald Brodsky 

were in a different positicn than the shares of 

common stock as to voting rights. 

Also, there was a coni liming flow of sales of 

c.-iese shares by Mr. Brodsky by conversion of the 

common s^oc*. L that he cv;ncd into common stock A 

whxc.a oe war, selling all along, or not all along 

but cn certain — at certain intervals which were 
« 

noo lUsclosad by tills particular paragraph. 

- B i<: V°ar testimony that the figure 1.6 
million shares outstanding is wrong? 

A X don't believe so. 

" c .r.t your testimony that management held 
“ oa " d.i.i j.erciit from "less than 300,000"? 

■ ixst of cl.1, there should have been a description 
t. i.v.,1 no Id, whether it was A or B. 

- --urn. ...a that — cl* a fact.; are that I learned 
since then that Mr. Brodsky by fci S holding the stock 

ms yoa£lae; ' eci { ' of the — just a second — 
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by the SBC of the company. This wasn’t disclosed 
in this particular sentence. 

Q You are not chalking the sentence? 
You are saying that nore should have been said. 

Io that what you are saying? These are omissions 
of particular facts, omissions? 


15 j 

16 ) 


A Yes. 


j Q You are not challenging the actual sentence, 

You are challenging the failure to say more. 

| A The accuracy of the sentence is determined 
by misrepresentations or omissions. These are 
! omission^ of material facts, very much so. 

j r i Are there any other false or misleading 

jj coatemcntr. on Page 6 of Exhibit 8? 

I a Mioce is nothin,; .-alee end misleading that I can 

»sc v.ith the exception of the fact that there are 
omlcnioat of materiel facte which take the conclusion 


j 3 || f^J.30 and. tiis:.leading. 

?o j Al1 ri - ;ht * r - , ‘ h “ rj to summarise, have you 

» j nOW 4 ° S ' ia ' icd to *“•* »»«* of Bshibit 8 which is false 
a | ° r le&v ”S e - BillF - y°ur claim that certain 

* ij Ohoulrt hare been included? 

24 ' A thc exertion or those matters that were 

omitted, to make the cmriuHnn —,_a. • 
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co make the c^nclurion 


correct, I say yes. 
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Felt or. 

Q Would you merely list for us those 
matters which were not included in Exhibit 8 which 
you conoend should have beer included and can you do 
i'C without reading from youx complaint?, 

A I would like to read fiom the complaint because 
it will refresh my recollection. 

Q Can you answer it without reading from 
your complaint? 

A I won't read it but at the same time I will 
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refer to it. 


Q Can you answer it v.-ithout referring to 
one complaint? If you can't, say so, and you will 
refer to the complaint. 

A I can't. 

All right. You will refer to the complaint 

antl itc-mlzs those facts which you claim should 

have been set forth in Exhibit 8; 

A Yes. 

i All right. What is the first one? 

A Thu first oas was ths fact that Hr. Brownstein 

admitted apeskins to Mr. Sissan before preparing his 
report. 

Q V;hat is th3 second fact that should have been 


set foroh in the report? 
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A Ai'.t Mr. Brownstein discussed finances with 
Mr. Brodslcy prior to prepares the report. 

Qu Wliat 15 tlie third fact which should 
have boon set forth in this report? 

A !-i • Brodsky was annually converting large 

blocks of common stock B to common stock A and 
selling same. 

fee xact that it was .reported periodically 
by Mr. Brodsky to the SEC —. 

Q Wi * at :U the nfi -t fact that should have 
been set forth in Exhibit 6? 

A As I briefly touched on, the data bank license 

war, improperly sot up as an asset at cost on the 
balance sheet. 

Q What oth8r far - ts should have been set forth 
in Exhibit. 8? 

• hu.t there really wusn t any startup of this 

fiato hsr* feetlity producing any ascertainable earnings 

lO., one company. That is the Excerpt a Medica data • 
bank license. 

v.n. o .>oner factio should have been set forth 

> n tiie ro •) o rt ? 

> Kith x-iOomto, to tha Scientific Literature • 
torpors tien which is a subsidiary cf 31 by an amendatory 
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agreement with an S. Kira Kerslor and a Geraldine 
Kessler who were employed in 1971 by the subsidiary 
corporation that the amendatory agreement between 
•che Kesslers and 3i provided for additional issuance 
of 44,800 shares to the shareholders of Scientific 
Literature Corporation, Inc. of which the Kesslers 
vrere the major stockholders, and the original agreement 
between the Kesslers — not the Kesslers — between 
Scientific Literature Corporation and 3i was 
conditioned on earning results up to the end of the 
y^c., oj. 19 rij i/hat t.his was a reckless payment of 
shares when in fact in the year 1970, up to the year 
1970, the Scientific Literature Corporation had a 
net loss for the .year *7C, so there was no basis in 
fact for assuming that the year '71 would be a year 
that would meet the qualifications of the original 
agreement whereas 44,890 shores were given under 
■Ciic ane.Viator./ agreement to the Kesslers. 

Tuls wasn't mentioned in the report. 

Q What other facts do you claim should have 
been mentioned, in the report? 


A “he- earnings for the year 1970 should have been 
a loss of 80.34 a share. 
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I think we covered that. 1 don't mean 
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to be repeating anything that you covered. 

But with respect to additional facts that 
you claim should have been set forth in the report, 

•* l’.'-fce you to identify others that you know of. 

A That i3 basically it. In the light of looking 

at the report today und not having it before me 
when I prepared the amended complaint. 

. Q In your complaint there is an allegation 
m Paragraph 43 that Brownstein mailed, delivered 
and/or distributed copies of the aforesaid report % 
1/0 ° ,; 4or firms, banks or brokerage houses in the 
business and investment coirnurity. 

/ 

firms, banks or brokerage houses did 
» 

Mr. Arovmstein rv., *1 the report to? 

A l‘o Mr. Nissan and/or Walston & Co. 

l l What do you moan by Nissan and/or Walston 
& Co.v Co you know whether or not he mailed it to 
Hr. Nissan? 


MR. 1‘tLTCii: By the wav, in answer to your 
question, I just want to refer back to what 
M ' m previously asked, about. Number 32. 

iif;v0 y’-'-hce learned the answer to that? 
MU. RICHARD W. f!OK: Yes, I have. 

MR. j* ill,TOM: Was I correct, Mr. Lyon? 
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MR * RIC ^RD W. LION; No, you uare 
incorrect. 

WH. FELTON: .In 7 /hat respect? 

MF. RICHARD V. LION: In this respect. 
lve d0 not adru;Vt the allegations in Paragraph 32. 

. Mil. FELTON: Will you read the answer to 
32, please? 

m - lion: Well, I can, as you 

hc ' V ° d0n ° ± ” orn time to time during the deposition, 
paraphrase the answer. Would you like that? 

'•N.. FELTON: No. Will you read it? 

M ‘ : - XXCllAW) W. LION: I will road the 

u 1 lega t i on :• * j. rst. 

* 

FELTON: Pler.se. 

Ka - R - ;oH4R3 w - The allegation is, 

A '° ali * iB3a h2vein J^shtioned defendant Nissan 

** n s:iareho3 * dcr ir ‘ :!ie securities of defendant 
3i Company. 

i,ua tho aacwor the allegation i 3 
contained in Paragraph 7 of the answer of 
Alston and Nissan which reads, "Deny each 

w...legau.'.on contained in Paragraphs 32 
'"° d ° ai °’ oher Pa::asrupl.s, except adult that 
Nissan was and is n shareholder of 3 i.» 
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-So you wil.L note there is no reference 
to rime. The allegation U indiscriminate 
as to time and that is why it was not Admitted. 

MR. FELTON: But it wasn't a denial, 
it was a denial with qualification. 

9. How do we stand on the answer to my question 
about whether you have any knowledge that Mr. Browneteln 
sent a copy of the report to Mr. Nissan? 

A As Mr. Lyon has new hi* answer before him, 

I would like to refer to the allegation of Paragraph 

65 of the amended complaint wherein defendant Nissan 

obtained and/or received a copy of the aforesaid 

Erownstein report on defendant 3 i Company and that was 
0 

admitted by Mr. Nissan and on behalf of Walston ft Co. 


both. 


MR. RICHARD' W. KM*, V,'hat paragraph is 
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deposition. 


M.‘?. WILLIS: 1st- s continue with the 
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4 ! A ThCra WaS “ n ftdl,iss; °n of the fact that 

3 I «r- Witaan receives a copy of the report. 1 wiu 

6 cay fchis 5 1 will answer in my way. 

! Q You are ^swering in your way continuously 

# VhiCh 13 “ Wh ° lly ira —- ^ *** I could understand 

r for a i&yjnan but a Iswver nno-s,* * 

j ' y olk,ilt be understand the way 

10 bo answer a nuestion , ■ 

.uesuion. ano. wnen you answer ln the way 

n that you, a lawyer, are t-oir -n - 

i x b is obvious that 

| you ere being deliberately evasive. 


14 ! 


17 ! 


is ! 


2A |i 

23 j) 


A 1 am no ' ;; a b all being evasive ww 0 , T 

M asj -' e * What I am saying 

is this, t cort^in 

x.ac(, u at ny disposal in 


I Preparing this complain*, but other things were 
I tUld t0 - *«■* V transactions in 3 i 


during the year j ovi r 

•* ( •* • 1 am t:cvin<> tn «r-iirra 

v 6 to Sive you complete 

answers. 

f* .. 

* “ ParaKriPh tf /our complaint you allege 

^ Sram ° tSin *•«»*•« the report to other 


21 J tima > bai * 3 ov brokerage heuaes. 

If 

22 ■ 1 33l: you bo naj.ie those fir?^ 

j, Dtjojcjj and 


bre^uaje Houses, a* only answer »,e have gotten 
*° ' m °**‘ " ,UsHan toid/or Walston & Co • 

Am % § 


‘•-’y question to v OU •; 


■’ Walston & co " &! 

ONLY COPY AVAILABLE ^ 
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knowledge when you drafted the uner.cled complaint 
tiiat iJr. Nissan had received a copy of the report 
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Any of your colloquy 
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any of yc a.r ootvr.enfcn. 


.1 .ii'.n u co say thin to you. You have tc read. 43 
in contort with '-!4 in tiv? ainse that 43, "defendant 
Brown, ;oin led ard/t-v ci st.-il/ated copies of the 
w.o.a. <>o cno. . .f ").'efone'ent Marine Midland 

h" it ' oiiioor j, a;;c.nt£. ?v 3nr.Xeye? mailed and 
»’%'■ liVCrod . ' 

ttat I -.-., fissi ■>. hr*.d the report. 

.. sr;- Inn-* ::s*n ry uik':= rhandin-; when I prepared 

thi.:: o; plaint, tha?. tjp.l the report. 

".iSro ri.‘. j,on ; the underrtonding? 

A v.:-*r.. did X vet 5t? 

.you ye ; the underslanding? 

; ; ” • terzvanci.jv; in r.r conversation with 

on -Vu: e 7. 17.1. 












you on Juno 7 that 
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y that a moment 
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Belton 

Wl 1 aia onl y a3l:in fi for what your knowledge 
is and .30 far you Mr. Hi a can and Mr. Falk. 

A Right. 

I air. not Interested in the perhapses or 

maybes. 

A ...ul i.'.ghc. ’-.no. f ivmt is my ansviej'*. 

° J Arvono eice you know received a copy 
o.i. the report, from either iSrownstein or Marine 
Midland 3ark? 

A At this time. no. 
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•'c- you I-.nov; of any bank to which Marine 


Rutland or Browiatein cent a copy of the report? 

*•'‘ n,:c ica.r■'ed there is pore than the Marine 
» 

Midland iimk - Aav.. y., »•.. . . . 

1 *■ ** - 1? -* 'o -'-s ooviously Marine 

Midland., Tncorporatsd with wany branches. 

:: Any Ut.ier hank, you rean outside 

'•<*- .....i .c . :..u.i.un.< syn x.-r.i; is that correct? 

,/OW " cccj - 1 Ay c.rifiA-e.v yeoterday, Mr. ?alk 

.i ...u-j.0 .'.'yr-i .?i.;:::ha:eo ip in It.chot.ter and 
Syracu-e. 

fl '" h ao T: ' {X ’ > ' 3 r a’uout a report being 

in &y -v c:”:: e V 
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at this time. 

Q Did you ever meet Mr. Brodsky? 


A 


• 20 . 

ft 


D:*.d you ever have any correspondence 
or dealings with hirr? 




ho. 


D;, -0 y'JU ever correspond with anyone at 

3i Cot ip any? 

A 


Tm> 


A 


Q Did you ever get in touch with them? 
li.v only contact with 3i was after the institution, 
i-ne ci-.igi'iai institution of this action, when I was 
contacted and called, ’ey Mr. Benjamin Ronn who identified 
h..auc..i. a.. ciie present pres:.dent of the company. He 
called f: e u:> from Philadolnrilc. 

j iis v an ax ter you filed the complaint? 

A Yes. 

r ’vimt did he say to you? 
tj.il, dor or-.o tiing, he. was unhappy about the 
1 <..■*&«.. v. d : /xvw of cue tad that tha company was 
very ahefcy nnd he v;n : worried about. 
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‘rankly, paying 
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v ’ :u - ie *«* Hiharoy md you sal 


he wer- worried. 
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V r Iio.c did he actually say to you? 

A I don’t recall what he said. I arn jiust telling 

you whr.t 1 recall aa to the gist of our conversation. 

Q This conversation was not many weeks ago, 

< 

wa.o it? Hov? long was the conversation? 

A Eighteen weeks ago., approximately. 

Q How long did the conversation last? 

A Approximately. How long did the conversation 
last? I don’t recall. Maybe ten minutes or so. 

Q Uhcn he told you about the shalcy condition 
Oj: the company and. his unhappiness at having to pay 
legal ecs, v.viat else; did he tell you in that ten 
minute. • ? 

9 

a K> started to toll me that since I was a shareholder 
01 fchc company that they were turning the corner of 
e l o.(. j. i„'. d ,,-y cp.l. that he ■;,?£. telling me how excited 

f? 

hs VTaa hoout the '-lauchly tfcod acquisition, and that 
tilings i;ere going tc get totter. 

\;c ? now manage:.ient, something to the 
ecco the new management couldn’t be responsible 


^ . 


I 

22 ! 
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for what happened, if 

anything, in 

the past. 
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'that ic las ! nelly 

the tack he 

cock and thi 3 
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■/'.•■'.at used tbs ten 

2 pi •:a phrase 

yesterday, I 

think 
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it la a bad term to us 

3 . tor all I 

raid is gist. 
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Belton 


2 ' this to the gist of ror understanding of our conversation. 

I 

3 j Q What C!;Ld you se *y in response to his comments? 

* | A 1 hol(l him chGt w ? understanding is that this was 

5 j a multi-million-dollar fraud and that I.was planning 

o J and had instituted a suit on behalf of myself and 

7 stockholders for what I considered to be a tremendous 

o amount of money that was iosh 

j 

° { 1 novr reca11 something to the affect* I asked 

10 j him how many stockholders he had, r mean there were, 

11 ana he said approximately 2,000. He was telling me 
“ j they hod offices in Houston. told him I was glad 

’* to taUc to hl »- & *t the same time it was 

M j irregular to telk to mo beeeise in view of the fact 

,B j th * t an dut-is Us company end in my 

16 j] opinion he should turn it over to an attorney and 
v? ij a;,f! attorney cor.nact me. 


28 jl 
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:.0 i; 
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r O * 


1'4 i: 


Ai; ^ point he ^ to ue the reason he was 


jj * 11 ** u fch ''' s cbcHlt cr *- company's snaky condition 

|| W -' 3 not cirJjr * he the fact that X was a 

stockholder and he wente mo ;o know. 

1 Sax:I 1;c idm :ir j- shouldn't discuss it 
fiVnP 1 261 a ^.ockholdcr and you are the president 

or the cce.pcny, X should apeak to o.n attorney representing 

co. p., 4 i. . and he said to rr.e the attorney he wanted me 


■■t-Svr 
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to call was a Richard flo.ydo, P.-o-y-d-s, believe 
that is the spelling of Me name, and he gave me 
ohe telephone number in Houston of Mr. Royds and 
he 3aid I should, contact Mr. Royd 3 

I asked him, is Mr. Royds going to represent 
cne company in my lawsuit, and he said he wanted me 
to tain to Mr. Royds. 1 sold I prefer not t0 talk 

to Mr. -tojrao to discuss it further, but y would like 


10 

ci. i iirr niTiv a*.. . j. . • • 

J V.rt ohat was it. This is 

? J 

the 

I 

** ! loc -- 1 - approjtilately eighteen weeks ago. 

12 

» 

i 

Q h-. ve y.u had any other conversations with 

12 

hi m? 


14 

A 

1 

Ho. 

9 

15 

! 

i 

1 Ary otner covrsnpondence? 

1G 

1' A 
i 

W: ;h him or anybody .;| 5; 3 j. ? Ho> ^ wlth 

17 i 
| 

Mr. Wiry*. 

13 ! 


‘ 1 vc ' r ' x ^ ar1 a, W ii«cusaiona or conversations 

,s ! 

with 

• y c*tLe.r officer or employe of 3i? 

Ii 

20 ij 

A 

Ik . 


« Any discussion.: or conisarsaticns with any 
ex-ohp.’.nyu oi‘ 31 or t::-of:.’icsr of ;;i? 
ur • 

Q »ia you discuss your claim with Mr. Nissan? 

you n-e referring to 
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* * •* 
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if r 
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<;3 the auojcc.t of cf.-j.n lav; 3 i:*.t? 


;! 

ii A l:o - 1 nevc: - heai ’ d i’ro-fl Mr. rtioscn after I 

i: 

j instituted this lawsuit. Mo. J have never spoken 
jj IIif/S 0 .n since then. 

| l ' i rou tell Mr. Nissan before the 

I la> ' Sl ' it M *° that you wars going to commence 

a lawsuit? 


to ji 

li 

ft il 


“ 

t:. Jj 


^ * is 0 • 


i'i.l you ever to?.:, anyone prior to your 

filing the lawsuit that you wore going to bring this 
case? 

..h .n S5.,v anyone^ you mean any one of 

# 

(••iesi. ,-c voies or employee', by then:? 

Anycnc in **» ‘"ovid. Pid you discuss 
this clriia with nobody? 

* * i; v; - ar,c ' nejubero of cy furily. 

0 oasolfit your focllyt 


-i.'-'o i* .ward I'vcn or had any discussions 
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" p.to:. ,.o. 


v iiie quart .on v.*c> 3 rend.) 
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FeltOl 

A Mr. Falk; my brother. Dr. Felton. 

Q • /oiyone else? 

A j. don't be.liave so. 

Q •■'It iat discoscion rvivs you had .with 
Mr. Falk about this matter? 

A Are you referring to on./- discueeione about the 

lt.wsu... it.--e.lf, or Jvot diacresions about the matter? 

-0. Coneornlng the matter. Let me rephrase 
rcy quocticn. 

O’.ner tbc*r* the conversations with Mr. Falk 

olldti 11 Vp n ( ■!») r - n % a * » 

.. CtCa *' VA us, have you had 

any discussions with Mr. Falk about jii? 

A iC ‘" J l '°. lr| aifi - was to start a lawsuit, 

i.’hat did i.o Sc.;/? 

A Trie in somethir-g that f suggeotea to you 

yGS‘i(!..’.’^,v, T -I.,., rr.,v„ i. . , , 

v j- elv.c-ont co discuss this 
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therc was th:: ° coincidence which corroborated what 
Mr. fviasan told me and a duty to the stockholders. 

MR. KLHEH: You told us all that." Answer 
his question. 

MR. FELTON: rier.se. I am answering 
Mr. Willis. 

MR. KLNAN: But you are repeating and 
taking up my time and spending my money. 

Q Tne question i3 c very simple one. 

MR. FELTON: Once again, I move to strike 
riie colloquy on the part of_ 

MR. WILLIS: J.t 3a the only pertinent 
invng said in the last few minutes. 

MU. FELTON: 1 curve to strike that colloquy 
as well and all other colloquy that has gone on 
--ci ore up to now. J reserve my rights to the 


w.V IdJ. , 


C. L:o; ne repeat, lvrat did Mr. Falk say when 
you told him you started the lawsuit? 

k; '° ' this: ““ olce acc.in, the gisc of what 

hC Sa5d ‘ '*** ho very happy with the fact 

*.•*» wt.s a coincidence hero, that he never 

0,13 r ' ?;ort rDr eposes of inducing me to 
tai-.s O.V notion in 31} teat he did not have the report 






• /... ,.\v, • "hi/.: 

<w * . . . ; . $5 


Feltor 

hliiseii when he purchased his own 3 hares in 3i. 
Tir.'.t is basically what it is. 

Q Did he say to you. that he didn't'think 
you should bo suing Marine Midland and Brcwnstein? 
A j don't think he is in a position to say that, 
D;.d he say it, v-hough, in substance? 

A No. 

•i Did he make any c omment at all about 

your r?uxug Marine Midland arc! Brown stein? 

A 1 i’.uess the only coirmert perhaps was the fact 

l 

•chat he likad Brovm stein and ho wasn't sure that 
Browns ;sin this is now his opinion — was 


1 1 

doing 

o aything wrong. 

sf.r 

15 

i. 

orover. *h:» didn't. have at his disposal the 

. 

y . 

iV 

iy 

admisc 

i 

.'.e.m oi the fact that Brown stein spoke to 


\y 

Nissan 

» 

as fact or anything else which could lead 



j him to 

my such cone Union*. 


it 
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*• 

19 
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1 

D.'.u you ask Mr. IrJ.k to give you a copy 



o f th => 

report? 

‘~h 

?.o 

1, 


. 

21 

a r; 

■ u *• utl - hiu U) Sive re a cony? i asked him 

: 

1 

i 

9;* < 

, 

if ho : 

nd a copy. yes. 

< W 

i 
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22 j 

V 

And what dii ! o ^ayV 

ff 

i 

M i 

A lie 

sfixu he c idn * t. 
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2C r 

Q 

.ia.-c you gi-.-on uc everything that Mr. Falk 

1 








Peltoi 


said to you in that conversation? 

A Mr. Falk in a friend of mine. I spoke to 
Mr. Fall; many* many times. This would be impossible 
many, many subjects. It would be impossible to 
remember every comment made. 

But basically this is the tack that Mr. Falk 
ha3 taken, and I respect id n in this position and 
7. am sorry for the coincidence involved in this 
matter. 

i 

But at oho same time, X want everything to be 
before you and before the court involving this report 

and anything else 7. have information on. 

* 

Frankly, 1 would have preferred it if it had 
net boon Mr. Falk or anybody else, for that matter, 
because os far as I am concerned, I think the whole 
tiling is a nasty business, as far as the; report is 
concerned. 

r ] Did you ask Mr. F?lk if he would like to 
.join yon. in the suit? 

A t;o. 


.0?.d you us): him in nub stance to consider 


joining you as r. plaintiff in the lawsuit? 
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hCd ; p0Xen t0 -• 1 «*>’* how to open his 

r3,< n,V<lC ’ A,J 1 J ' ndlcaten yontardcy, I hirin't want 

<<o oi.i/ : ,-jnnlijr even ask Mr. Fall'- fov tv, . * 

,U1 ‘ i0i **he spelling of 

his name. 

So X thousrht bv i r, <5 ^ ■}•,, . .• 

‘ '•' a '- , - n S a J-awsult as Joel Doe 

1 Woul,; - DO to determine it. 

MB. !7J' .r,JC . mi,.; 0 .. 

■" r>U3 AS il good time to 

bret * f °' lwKh - Shall m resume at l: 3 o? 

■iR. I’EiAflds That is satisfactory. 

{Wiere^eu, a luncheon recess 

-alien.} 
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< I:4C P. M.) 


5 j ROBE ’i •!' F Vj t o K f having been 

6 previously *n. was examined and testified 

7 | further nr. follows; 

3 EXAMINATION (CONTINUED) 

9 BY MR. WILLIS; 

19 ° xt /our aeasion yesterday. Mi*. F»iton, you 

M T.qroed oo bring wo ay the yo?.'iov7 sheets on which vou 

;i 1 J 


U !/d 


r — 

S'j J | 
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- i« 


have 

Ceil 


■ our seouTiti 

have 

tho 

.30 yollov, 

- chests hero' 

7v 

Ho , 

I don : t . 

I will hav- 

in, i 

go 

9 

'c a la •»* 

oax t, aiu! ic 


to so.y this. I will be presetting thorn but I object 
to their • <*Antrcnuafcd i*. .jvideut e, 

1 • r,a V act all: >, yen can never tell. 

Y “ v k -a'-- ftu .’sfe/ih g to happens to 

lKt 11 vv; ’ v * ^ }r ' ^-wyh n?na:..*j a aeon: t by nynelf to 


-•.Cv'iii.-acv 

of the VroJiarsota 

py-txw, 

f ‘>a vere asked to 


-/hi ;i • • j - i: f 
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»k.hcc o-.r • ........ 9 NLY COPY AVAILA3! 

““ ' l *" t - ~ ‘ U oxf.(,u< r;d h=»r«s today 
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C < 

nod mar : id? 

A yai: T have thoso page- of the S.E.c, rocm-ds that 

I photwmart, «h» s.B.C. ro***, both in tfasliin,ton and 
in New York. 

:) lay v.o sc-e tliose? 

^ oL. J .(. 4 i.y, 7hi 3 is not the complete record. 

Q HV,: lt: is C3n?let ® so ^ar o hat you made 
copies of-? 

f ' fei - 1 »*' yos. I Wiqht add that thay 

“* * ‘ i,a::tl . c "' lar «•*»»< H-t thay were talon out and 
oo„. ., a.. On cb—tor ant occasions by t.ia so that you may 
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~2xo ''«5.uo:.s CK‘S vrnior oorttaii some or the agreements 
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rroiar p. j:: : % a i c reports. The diffi- 
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:; '*■' particular identi- 

' " r ~ { *'* -'hit will identify them 






Felton 


?Sl 


2 with 3. particular section or set or papers that were 

i 

3 tiled with the S.K.C. 

I 

I * 

| Q *-* example f the one on top appears to be a 

5 | letter from .3i • to tie office of Filing arid Reports 

i * 

G | at the S . E,0. , dated tober '■, 1972. 

| 

7 j you have any idea what chat 3.3 a part of 

t 

0 ' or is there any way of identifying any of: these pieces 

< 

9 i of paper to a particular report? 

1 

10 j A Nc. 

! 

M | 0 it iv; :jit t random pages hero and there? 

! . 

52 > Jy it x’i-.r-j 4 .cr,!„ As I cold you yesterday, I spent 

» 

13 ; i r ‘fc*ny t many tours reviewing the S.j&.c. (records and the 

14 | difficulty both \n "lew York and in Wntd.ir.gton is this. 

j 

1 r , . • 

10 j 1 h-or.-i a:-. 2 views*-# - .nd them a a photostat machines. 

i 

i{* .* ■/i■ c j ati iuv-jy and. the pnotostat machines are few. 

I 

i ' n( r3;ra •.t:. that vnert you am fort unate enough to get 

II '■ pi'-/:ot mao? inn, chero ir tremondoua pressure on 
,0 1: 

’/o': to guv. rfi. it and semen O i* • * eiso to coir 1 ? forward. 

; 'inn ret tic is- i-r v were fco sttnd down and mark each page 
CO 

, uti r. pibos citii.i T v.x-u'.cl rtguire the services of the 

■< ; 

-wcii’in:. icr an ruimaaciiab J <» l.pigth of time as far as the 

• 

.heu pi •'‘i 1 ;. - - v iuj Cj.iig r j •ut:* tlie machines• Bv 

.3 

. 1 .. 1 ‘«.... say h i‘i • * irs.que.ited as part of my 


i\C: v> r.l , 


*' .h* ^ .* 


•.HfiCcvuru - rd inspection, :c r ev ested tc have the 31 







Cor.tpt.nv lurrrasn mo with a eopy of a.U records filed by 
the,r with the s.b c. end upon my receipt of same I 

W ° Uld 1V2 ab:e * ilentif; y «*»• pages in the position 
fch«it ir.cz with the raper 3 , the.totai mass 

of papers, that were filed wish the s.B.C. By the way, 
m Washington, X believe, the** are four, perhaps five 
large folders containing all those papers. 

‘ .rL.,rg. Char l would .like to propose is 
Jm1 ‘' Wf * mxK th Ls f *rou;o ls a „ exhibit and that we 
ti,J :;o ,Ta];e :i ^>py «:? them snd then return 

th ° 0r '’ Cp in " ts V^sunt for?,, to you tomorrow. 

**' Lhat •****«*&«* "1 «<n*t want to mark each docu- 
r " w 1 ‘ u y ' riOW ,:fcv '>wo'h i ioh document but I believe 

‘’ C “ w "" T “ a ■ ' rox:L - ° •' diTirnentu you have produced 
pi'vr ; i..ant to tiia notice. 

T ‘ ' V i. 4 contr ol . you 


fc/..rv. </ • •••- i 


f moan 


• ! «:»t •/.. / now to send them 

cv t to a taprwclrcfion oo.many, that is what I 

^ V s ;*j |7 * • _ *• . | i 

.• cn ‘• t '" ° i; thx:: Size, anyway. 

'ihP. •■•/ 'Tti iSfi i off the record. 

. ‘i.j .on of r Ch*r r c oc*.vt } 

% V/C*'V • »**' ?/ • v i. ,„v 

- »oifi ail -i group now. 

\ 1 *' nuac.i oi: 5sxr.art.jirt* was marked as 
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Dc.*f :g nd?jvt n 1 j/jchibit 11 for identification) 

, ’ in * LILLIS* The documents will be marked 
t‘.s 11 until sucii time as we determine what they 
are. 

• , 

Q Mr. Belton. Inhibit 11, I take it, is the 
material which you are producing pursuant to the notice 
which Wui. 1 served uvon ycu plus those documents which 
h£VG -heretofore been marked? 

xs not complete in this sense. There are three 
agreements- Involving SKCerpta Medic* Foundation and 3i 
which i have not produced today because I am wori .nq on 
a rr - otxct '-'hat is xit.ndi.ar before the court in this regard. 

‘.I Can j ou produce those tomorrow? 

A I c.on* fc plan \.o >be in my office tomorrow. 

C, bo wj.Q ha to to, T e.r-uc.'w.cj, leave your deposi- 
epe/; unci.' they ace prod’'.cue 1 sc we can mark them. 

Are --r.-.. willing te sa'anit hhctm? 

■i „ V se. . The:.*- is no qu-*« t5.cn . It is a matter of 

log.iijt.','.. . j , Jt . p.\(>'..o-.Lacjr.g certain pertinent papers 
.•'hi cr l .v.t; as exhibit*, for pay poses of my motion 

on-i I t ol rhau, t felt why h: iy,:, f 1 cm here and have to 

<■>£..i*.j •<•< .. tc< my rt".tco« .. kheugnt I could point 

it one t j yo-i. 
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Felton 

uha notroa v/hn oh you have, which have not yet been 

procluceu and marked, other than those agreements with 
Excerpt a Medi.ee? 

I 

I 

| A That is it. 

0 The notice required that you produce all 
correspondence between you and Walston & Co. and any 
of its officers or employees. Have you produced all 
correspondence with Walston? 


your office? 
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You have none at yc .vr hom 
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>«c.vc*r* had a letter Irom -v 
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Mor have you eve:: written 
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Anc. have you had uo coto? 
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eo: 

v•■fccci wit!? Matiise 'lid.iand -in 
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A .d c believe yon t-*stifie 



AZ 

Ij 

u 

cor; 

;os •. <■ 

vsr.ee ri.t 1 111 Corn.pa.v.-? 
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: i» : L :nov.» what ciiann. sis , if 
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<jiva i t to me. 


° ' ri ‘ !t you ** «* h«* that annual report in 


yo’.:*r possession now? 


’ I ° What ia youir P r o=ecure with respect to 

' ! ! ~ COlle<:t "* ^ pertaining to seouri- 

tiM ln ycu * position or interest? 

I A Actually wnen you say ~ y don't know what you 
j m *er.iscri-.uj to when you say procedure. 

I ° 00 y ? U sot «P « WJo on tho security? Do 

ii you St-'.t collecting puol^shcd -1 

I 1 ct wat-fciial concerning the 

I co;p.panv? -m-v,, 

j “ " y J " an a,UUai report what do you do 


with it? 
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t« i 
;l 

17 I 

ii 

10 i| 

Ii 

13 I) 


so 

I 
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» ? i 


,, 

?.£ ii 
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0 

the animal rt:.i t ■>. , 

-) * *• • .• s nd I did get the one 

that w,s ro rut* bv -ir. >f,«}•,«„ W : - . .... 

an, ii j. am calking 

about thr cr t'V’ nn': •. . .. 

-•> , XI. t,.e context of your previous 

<!0oot,on n KwiM»,i v T 

• ~ tCU I read it. That 

0 Do you Pil* it? 


c. procedure of keeping it? 


'-Kft ;. I ; J. .1.20. 


didn’t i:h 5 •• ’• h ..._ ... .. 

• c ° 4 - 1Aa rn the sense 

J< 5£ ?k ' Jarc si ! my invest- 
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iv»y raaiHnr/ edification, which I spent the time. I 
indicaced bctcre ioocjvifj at ii: and that was it. I 
relied on Mr. Niss-in'r. expertise as far as, you know, 
my investment was uoiifiarnesd. 

0 Did you haw any ooerespendonce with Gerald 
Brodsky* 

A None, 

0 . Maurice SrodnI:V? 
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Mo. 


CSoraldine K*>s3lcjr'? 

A Wo. 


0 Or Oool Brcnrrj- 3 t:ei.>->' 
A Wo. 


0 Have 


you had any correspondence with Excerpta 
Mediae.I Foundation? 


2 ? 

22 


C 

23 If 


24 

25 


0 «» yon have in yea-: pososooion any report or 

- yc or woo; amflation relating to the 

° F 3i «'•*•■* * what has teen 

produc-..- •./■d o iV 
Wo.. 
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:• . 


.. * 
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c. 

A • No. 
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Ct r,le Sij •-htoivg j-lxoarpta Mad ice. Foundation? 
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A Ho, 
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.’Ifcdi3cno Ae^eratari I. v.? 
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Q Or n< y report, summer? or recoironondation relat- 

3 |J to 3i Co wry cthor than what has bean produced? 

i ; A No. 

< 

j 

3 i 0 Jo you have any documents in your possession, 

j .'7bv..„h^ i . i\j.o co *. r espondencs. or handwritten notes 

; j or rnenoranda or whatever that relate to any of the 
a j allegations of the complaint other than what you have 
o ! produced here today and has been marked? 

li * 


A 

,0 | 

A X hr.ve notes that X made, my 

8 

r> 

O 

1 

" 

Q 

Rvale! you describe what 

A 

u 

12 !j 

A The 

notes were- gloadings ir 

3 

,3 ■ 

prepare t' ! 

■r\ oil thz complaint,, glei 

T. 

Il 

I'd 

1 * -rci'i tivy investigation. 


il 

li. tj 

.il 

• • 1 

A Yia. 

■ tet-srih 1 a, Ibnibi t 1 J. ? 


i! 

if 

Ut !j 

1 

iy 1 


0. .fvi'z tho:--a notes relating to anything that 
yju glen... i?x*cjvt Inhibit 11V 
A Mo. 
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o 

J o you have iuiy 

20 
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v/i tb ::.nyhodv 
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i 

1 

t 



I 

! h 

.'fo • 


1 

4 

1 

r< 

4 *Jx tlj-JJ * .4 J 

94. • 

I 

! 

! to 

ii.*. r.v 

o,ky 'xr.vtTti*.'.. j 
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(Hass A stock to unsuspecting purchasers. So far a 3 
your investigation disclosed? did Tor. Brod 3 kv have the 
right to convert his Class B stock into Class A stock? 

A Vine:* you ray the right, vhat do you moan by right? 
You mean the right as car as the 3i is concerned, in this 
particular position as the so-called parent of 3i? 

Q Alt right. Xn tie 5 ense that under the 
certificate of incorporation end the bylaws or under 
Cue cermu de-joribii/g the two classes of stock that 
holders cS Class 13 had the right to convert the stock 
into Claus A, 

A C ussuKe ha had the rigid, X also, i:i riy invest!- 
cation, juiv! v.hav. f »r, Brocsk.y filed so-called inside 
palos reports with the S.B.C, 

0 Again, referring to 1 aragre.ph Sfi, is it your 
charge L.iah it wc.s tv procoi o' him in any way to convert 
his Ciu.~i; -i •.ato Class A stool if he wanted to? 

A As far .>« that is cone cried, z.o, 

w 'U. 1 was .■».<*. in any wry improper for him, having 
convert<-!-1 the r.fcocJ:, than 1 6 tell it? 
h You want a. yes or ro «*<=;<• ex’' 


lA'.-i. j .• t cat! .pees tic on . 

'.k, : * lcc.so read the question. 
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G 

7 

0 

o 

fO 

If 

12. 

IS 

• r 


15 


ie <i 


;:c 

21 

2 .? 

24 

25 


(The quection van ccnd) 


?v 

Mo. 



Q 

In 'Paragraph 

A 

" J Y 

"-‘ia \;ay, I want 

answer i 

y no. Bui thor< 


0 1 am nofc interested in the considerations. 

A All right. 

inferring co Paragraph 54 of the: amended 
complaint relating co the da.ee bank licenses, you 
.oi or he --he face -hat the asset, van carried as cost 
on 3i a bn lanes sheet. Is thrfc correct? 


• v ur- 1 y.l . 026,606, 


Adi 


0 

vtvor. 

a ^ n- 


Ail - : y° ! c ® 3K feeivfcioa that, that figure is 


- J 1 *— • ■«is c.ppoars in other 

placet.. 1 j.-av. pu-.utd chav. particular she^t 


r. 


<•>. 

. 

r.', 

I.;-. 

N. 
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refer;.; big to 

Exhibit 9, re- 



• AC, to on* Ci ! 

' ■*’’ - o ju.r.encfj vjhich have been 

v it* 

V'.V- 
i '«'• 

Tii • . T i 

•d Dch : :c : k . »nh * s: 

EKh.ib.vt lj , 

‘h;. Felton has 

fv". ' 

1 < 

;,<v. 

prod; 

- 2 d a y.r.j.-t oil 

the balance 

sheet of 3.1 Co 

( > ; 

V : . 
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C.V c 

-'.he IT .O.JS of 

ifc.'i fiscal \ 

a.:r, 1970. 
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21 •; 


z:\ 




**•? ;t 


?A 


ZH 


show you. 

0 • Yes. X understand. 

A tint vo* are pointing to this. Why don't „e have 
this marked as a separate exhibit? 

0 it is already part of Exhibit It. 

A Is it wrong? Ye. 3 . 

0 What should that figure have been had it been 
abated correctly according tc your investigation? 

A ' Sir ' io that question you could either 

...o, U..,..sight cr foresight. Applying hindsight it 

bl ~ 3hOCl6 «*0,00* Plus 7500 shares 

and whatever the price of these shares was when Mr. 

vor, Saw was given those shares outright by 3i. That is 
as far «;i hindsight it concerned. 

( ' ivhac did yot.r invesM'iv-ran ,!.• , 

_ ..live.,r.3../a-Ion disclose 3i gave 

in return for the? d&fe*. hcxic 1 loons-.?? 

A At the end and in the final analysis 5150,000 plus 
7500 stores to Mr. vor, Kogan MO based on the 3i 1972 

P K ' , stock: i ( ;htSn!S,5£.C snares, which 

cither eapir eil ..., r 3 . 

' * nofc i-m. a 3-anti.y exeeuta Ha. And 

if executable- X Withdrew that. I.was mistaken. Not 
Pftnen.-l-.,- «wcut 0,1a - not otecut ...bio according to 

-1:.a 1 (<a. x r J3j’.d 1 . 1 ’ -x * v ..,(. ., 

- <■ , j.t \/b.h only be- 

CaU«0 thf. .1.03* . : ll^.-ni«3»-ac ■■ u. . 

■ .i.wb -rc.iviaction, the * 72 10K 
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Felton P ^2 

xn tow various parts, the one part showing the writeoff 
and calling of stock rights and in the beginning, I 
believe, the beginning or some otherportion of it, 
talking about this very misleadingly at dil’ferent situa¬ 
tions. as ainatter of fact, the 10K itself, in referring 
to 7500 shares, I don't believe even identified Mr. Von t 

Eugen. it had some phrase — it was a very difficult thing to 
really got into it and determine that the vay it is drafted. 
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Q 


(Discussion off v.he record.) 

Tiis excerpt tron the annual report 

Gl'fc! CO ^ llOliG 1 h n ku. . 

1 Lo financial statement. 
Lo you have that hero? 

A iss (handing; document to Mr. Willis). 

Q M " ’ Felton J according to Note 1 , the 
consideration for the right granted hy Kxcexpta 


Medics -- 


A Arc you quoting varbati* or paraphrasing? 

9 1 m paraghrasing up to that point. 

1 WU1 °- U ° te - "-!■ $1,000,000 including 

45,66(5 aharOI ‘ ° f C,M « * comaion stock issued in 
October, 1969 ..." 


• ^ 1^3 CnG O “J* /*lA » « ,• .A 

- v0<u u ' ,;rr5d to transferred to 
Esceiptr. Medical 
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ir.- 


"*'** 1 " onU “*» to point out the word 
■•-n cl uding. ” 

Q 


A 


Co..id you f:.rs-: answer uy question? 

u.nu secondly, v would i . ... 

1 "“' u > «y 1 don't know. 

■Ct is one of the subjects of B y lw ,„, . 

v m^uiiy in discovery. 

"■ 14 alS ° ir ‘ »<*• J ttot 30,000 shares 

01 CM °° •• C °“ ,M «* ItotoO on December 1 , 1970 

**fP. ma r> ^ ^ * 

C Ui,,0 CO (V* Hanu?., , , 

.-anj.ferred to Excerpta Hsdica. 
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A rfm you repeat teat question again, please? 


Tneov, ,000 shares, is ohat what you got put of that? 
It is very interesting. 

Ijet ms read the entire sentence. 

A xc it your understsndin?. Thank you. 

Q I am asking you questions. 

A You paraphrased what you read. 

Le„ me reed into che record the entire 
sen cones which is in Note 3. that I am referring to. 

i.uu consideration for this right is $1,000,000 
includxi.,, 46,6^ sharer, of Class A common stock issued 
* n 0ccr5h --ih ?-9&9> which the Company can be required 
v ° 1 * 5u * Cli ‘-‘ ,r ' afc -vlp.00 per share in October, 1971, and 
30,0u0 shaves of Class A common stock to be issued 
on December 1, 3970 which the Company can be required 
00 piu-cnass at S5.00 per «ha re in Ouly, 1971 . " 

is tnac statement inconsistent with the facts 
you v no.; tiiem to be 1 

" fc ’~ - OU '’ prevlous duestion that the 30,000 shares 
W ~“ w >ae " c oy “ ::cer ^ ua ^efilca as well? That is your 

understanding. 

1 " " ' ou i5lGa3c ans;/er the quc3t|on instead 
of fi/.ibv •, is ring? 

A i am not filibustering and I move to strike 
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Felton , 

C 

your colloquy ones again. 

'•iUu I e..a paying is cliat this particular Note 1 
was very artfully dravin. The 30,000 shares were 
Issued to Hr. Fred Von Eu S en, supposedly, and that 
was the subject of what I previously said was the 
10 K '72 10 K, referring to these stock rights, 

where Mr. Von Eugen was given 7,500 shares of stock 
»in exchange. 
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Q Are you finished? 

S 

1 } 

1! 


A Ygs . 

A 



1 

U 

12 


Q Are you in a posi 
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public accountant which you 
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that tiro financial statement 
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1 

as reflected in its annual r- 


It? 
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t 

Main Laf rents 3: Co. was at ti 
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| 

fraudulent? 


13 

I 

i 

A Not as a CPA. 


10 

i 

Q As a CPA? 
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A rot us a CPA. 

• d>. VfXj.il Fha-; does that mean? 

A >• oulo. you like to know *;hy? 

( i .1 .:o':JA take it you would not be able to 

make ti.av. f: tatoineit? 

A I :.aid as an individual. 
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Felt. 01 

*' l*’ould you explain how you would be able 
to make it as an Individual but you would not be 
able to make it if you were using your recounting 
knowledge ar a certified public accountant? 

A La you recall in a convernation yesterday, 
that you. discussed-ny testimony ye--te relay about my 
background ns a public accountant. 

*’■ v '°- ! - a 2 rcu 1 w - s hot a practicing certified 
nubile acco’ntont. I panned my era-.in arid worked 
three years for an accounting fir a. I have not 
practiced accounting since that time, even though 
.T nave renewed try license every f»o .years, j am 
proud of the fact that I ar; rnd J. was able to pass 


thor-e ereams. 


J Put 1 never, during the time I worked in 

i ace.,unking, ever worked on the preparation of a 10 K 

» 

or an annual report for a listed company. 

And, co, if you are asking me my professional 
jj opinion, I would cay to you that 1 am not in a position 
; to give you an answer. 

l 

| .x.c._, < *> aim'.-. v .■ arrl, in this particular case 

j a pui ' Cllai:er » er> Hvostov in these securities, when I 

j! l0 ° le " Pu trj - r ‘ r -P°^ after Kir. NJesan sent it to me, 

[j 

I in the light of shot I laaroed «fe. r m; , invastigotion. 







uri Jn a position to say chat this was .raise and 
misleading. 

P ' Are you »“ylns tl-ai; the 1970 financials 
o' 31 -'ere hot Prepared by Kain Lafrents In accordance 
with general accounting principles? 

A What was your question; 

A?. WILLIS: Peac*. it back. 

4 

(Lhe question was read.) 

<6 i meant that to say generally accepted 
accounting principles. 

S 

- 1 Zon'b know if Main Let rent z prepared the 

financial str.te.ront for 3i. j. think they rendered 
co opinion and gave a certificate, but. at far aa 
I koox S have no infor.uatlor. that they prepared 
i^ie financial statements. 


iU ' s ' r ° u challenging the Main Lafrentz 


csrtixlento? 


A YG:{s of courc ®‘ *•<* X «* challenging the 
financial statements, but i have no information 

a,/ !V f ' i:ip0S€l thQ t »a/s thet ilc.In Lafrentz — 

^ an ‘ V " ’ youy or$ -2 iri *~ cuestion ~ prepared the 
"tan 1 : .n.-a. They r.ay have prepared the 

nooe e.s part of the'i - ' , ert if Jo , 

- «.^x ctr,.. :: : Twrapmmmt 
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Q. Are you charging that the certificate of 
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Main Lac rents that it certifies that the financial 
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ral accounting principles 
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false? 
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Repeat that question. 
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(The' question wa: 

read.) 
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i ^ . 

1 

I am charging that Main 

Lafrente's certificate 

M 

A 

10 

1 

i was 

! 

false and Misleading; whe 

ther it conformed to 

O 

O 

i 

It 

S®ne 
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’v 'J.y accented accounting 

or auditing procedures. 

A 

u 
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cerve fo • the opinion o.t 

experts . 
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k l)o you have any 

P 2 reonal knowledge 
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» 

Mr. Brownctftin or Marine 

Midland know that the 
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* v 1 

I 

i Main 

1 

.iafrentr. 'certificate v;ra 

false and fraudulent? 
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Ii3 - | 

A 

’•jhc.ro it lots 1, please? 
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(I)ocutrsnv. hand or. to the witness.) 
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"*'*• iv.it. ;3jiJ ; i’o ought to n&rk those two 


i? 

1 

i 

i 

' " ,r; ni. j u.'c.t you have been referring to as 
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1 

uo.fend.ants * exhibits 3 c v 

0 will know what we are 
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tc. Iking about. 
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. ’.' norea 1 2 tats*.:nt sec ci 
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MR. WINN: That :.s 1970 ? 

MR. WILLIS: Yen. We vrlll mark the 1970 
balance sheet from the 1970 annual report as 
Exhibit 13. 

(.•Joeament entitled "31 COMPANY/IINFORMATION 
• INTEHSCIENCE INCORPORATED, NOTES TO 
CONSOLIDATED FINANCIAL STATEMENTS" was 
marked as Defendants* Exhibit 12 for 
identification., this date.) 

(Jtoaument consisting of the balance 
olicet from the IO 70 annual report v;as 
i.’arbed as Defend, mvgs • Exhibit 13 for 
identification, this date.) 

9 

Mi. FELTON: Nil/, you. repeat the question, 

please? 

(The cuecfclon wai read.) 
xR. laJNEN: I am objecting to the form 
of tea mention. You c.re assuring something. 

W’. WILLIS: Let r&d refreioe it, then. 

^ turning the accuracy cf your answer, 

Kr * ? 2 itcn, that the Main L: .fronts: certificate v/as 
-also rod fraudulent, do yor have 
A Let cost lately so. 
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Q Do you have any personal knowledge that 
Marina Midland or Brownotcin know of such falsity? 

Only on the basis of what I determined from 
the fcAhxblt 8 , the report that you gave me that I 
have In hand which is Mr. Brovnstein'o report of 
May I?, 1971 . 

Q Would you look — 

A Page 5 i» h Is summary of the transaction, plus, 
axso, vjhat I previously commented on, plus, also, his 
failure to estate the. remainier of Note ]. regarding — 
whara is that? 

(Document handed to the witness.) 

••• ohcre it said, ".Our Lag the second half of the 
fiscal year ended June 30 , .1970, the Company commenced 
Marketing its services in connection with the data 
banl: licences acquired during the year, and had not 
re a.Id ^ed any significant amount of revenues from these 
services. Accordingly, the Company has not begun 
to amortise the acquisition costs of these rights and 
bac derived the determination of its policy in regard 
to i ’t amort i 2 ation. 

(<! 2 r our testimony that Note 1 which 

you »a.r» re a( ; ins from Exhibit 12 eccurately sets forth 
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jj A ®°j it doc 3 not. 

j. B> ^ "’ £y ’ ftratly > -her® were two agreements 

I «P to this tire. Firstly was the fact, that the 

original agreement was never presented in Note 1 . 

acccndiy, that in the notes to the 1969 10 k 

“ ni “ 1 l00kea at thore t;3! oooothing to the effect 

‘"“ t th6y ^ n0t eVtn deei<ied a* that tire how they 
£ ° lns to *»“* the entire transaction. 

*"• is no reference here to the original 

agreement. Them* •; „ 

nee 1.3 no reference here to Q 

in-re co the agreement 

‘i. Fred Von Eugen. This lias been artfully drawn 
m such a way that there 1 ., no indication that there 
-re three parties to this agreement. *»* is> 3i „„ 

b " E, ’ ien a ‘ Vl Excor pta Medica Foundation. 

AS y0U y ° m - 8elf to rending it wlth „ our 

expertise assuned thet ooo . 

3 o,i) 0 ° shares were also owned 

by Excerpt a Medica. There ^ . 

' Adequate explanation 

of this entire transaction. 

MSO> “ indication that this stock 

was not available for sale t h* +- 

• e the time the transaction 

"' es t'"'" "inclt.ding 46 666 «. 

s k ,0 ’° sivares of Class A 

common stock leaned m October, ,959 . . 

j -yzj... Tnere 3hould 

have been sore indication of what -he.. . 

__ —a,, -hese shares really 
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represent0d ’ “* «* Company can be reared 

to purchase at *15.00 per share in October, 1 971 , . 

which, incidentally, was rover presented. ' „ y 

S8»t).0!l SilOV/S that •$ 4- ti 

- l/ae never presented to the company 
for purcuase in October, 197 J. 

for that matter, following that in Note 1, the 

jO.000 shares of class A common stock to be Issued on 

December 1 , 1 97 0, '.which the Company can be reared 

to Purchase at *5.00 a share in duly, l 9n ." ^ 

never ’V 4 i 3 I’OQUi red of* +- 

• rca of ch0 oompany, as far as my 

investigaticn shorn .. 

M<? that 30,000 8hares characterised as stock 
iitunr.^ unc an 197*, pursuant to my Investigation 

^ fi ° l0er ° f th;lS ' 3to:5ic or st0 <* fight 8 received 
7,300 shares. 
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engp,?c;d Jn acts aoc pra.'tJ ’pr wh . ; 

r «-ci .ee wh.-ch operated as a fraud 
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Polton 


In Exhibit 8. 


A Yes. 


Is there anything apart from Exhibit 8 


chat Mr. Brownstein did which operated as a fraud 


on you? 


A Yes. 


Q What else'did he do? 


A The so-called, you characterized. :Lt on 


Mi. Brownstein and Marine Midland Bank as a company 


report, it was published ty Mr. Brownstein. As I 


testified, published at least to Mr. Falk. 


Q I have excluded the report. I am talking 


about his acts. Written end distributed Exhibit 8. 


^side from that, has he dene anything to cause 


any fraud on you? 


A Yes. 


Q What else? 


A By his actions in this regard and with his 


reckless approach to this report, the fact that he 


knew or should have known an intelligent approach 
oo his analysis and the fact that this report was 


pub 1.*.sued J °° a ^hird party, and I have not had the 


opportunity to find ouc tc whom else he caused the 


price of the stock to soar. 
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Felton 

AL oho date this report was prepared_ 

^ . Mr. Felton 

A You asked rue about the fraud. 

g 

"■ a,n asking you a very simple question 
and you. are Just going around in circles endlessly. 

I au.*oferring to the report. The recent price 

was 00 *** IS‘ 71 , end 1 paid *20 .for those 

eharos on June 7, 1971. 

tii. I'clfcoiij aparr. from the report, 
>i.'hib;.-: o, end the statement contained in it or 
should ha,3 boon container it it, -:as there any other 
act or practise by Mr. Br-wr. stein which operated as 

a fraud o;i you? 

A / ueliove*, subject to discovery, that there may 
or. t* n A...,, 1.0 i. ivi ihic cotoiainfc to include insider 
bransar-tions >/ tiarine Midland Banlr and its system 

'•’■'Ai a ..r;n insider transactions 
y .* ^ ”^ /e no ‘ : included that in my 

° L ' t '' ujl ' c hav<! t; w facts, but on the basis 
of insider transactions X consider Mr. Brownotein on 

h? *" *°‘‘ ilecicm tte complaint as having 

“ H ei,,L - a or having 

r^coocc 0 0 r* <■) *n»j ♦*' ,,,% - ^ •. ,» «».• « 

."* 0 • fu *'- ‘ - Knovr . I am reserving 

crat part of ny answer to after discovery. 
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Pel tor. 

Q '° U «« «*Wn ,e,,em„ s yours0lf ' 3< 

” fUrth -' «— you, co, 5l , lnt . 

&Vt “ ° f *“ on the ba - 3is of 

you, investigation to date rr t : „„ , 

ntl Hla - you know, i e there 

ny clCt ' or practice of Mr r 
as , , ^’ ro: ' ,nstein which operated 

^ *» Exhibit 8 whleh you 

cnaractev’i.K*. pr - 

Ue .. “ B Cnrt f£J ' S3 «*«-«., and 

,, :: ’ J ° “ COn ' ta:in TCt3Ual you think is of 

3 -'-gnu.i j'. c«?.n.c o ? 

"** 1 **** *° Say X don't quite 

r- ~ — » X e* not answering it 

ttJ - on S **»iie lj.n-::p yop r- 

y >fau > V3raoe tell me. 

. til' h rot rr.1v +t, . 

OXmk -t fc *w report- -. u >t •; . 

.. ' L " otlCi f aoc that he 

uj-scucned tho 

•• 'AnC(«8 y> (•(". f/%, y,» 

fu - *«>-»sen prior to 
P«parofctan of the 4 P3r ,. ... . , 

h , wao . - ' h -' ,; " e inf »« »u Nissan 

- - ijn o ci report. fp t ; y. r w , 

5 “ ,ir * «-‘-e3an was a 

registered «rpv. eEr ,n<.„f.- 

x - e,.,entat.i.ve oi V/alcton « r> 

a riarj-^.- “ 0 * Rnd 

J-n ohe ;ftcck and a: A 

of the .... ... ‘ ™ m * a Purchaser 

CU * th " L ,W ,iiSCURCe<I th0 ^nances with 

: - *■** -t he was 

* - *'*>C ropor-o* j . 0 ^ 

' fcrodsfcy was 

' oiw ' ,; ‘^>ie selliru* - 

,o a f, r ,d „• ' VJ W -° 3130 ««ted 

■'• naa upon mo. 
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A This is based on my in forma tion and belief.. 

As of the moment? 

A based upon ray Investigations and ray considered 
opinion. 


H ft. 


j. have not calked about Kau.r-nse Brodsky. 


Q I have not talked to you about him. 


a 1 am alleging a conspiracy including 
Brodsky. 

Q I era. just asking you what act Mr. Brownstein 
performed that operated as a fraud upon you, and you 
indicated Exhibit 8 . and you also indicated that he 
had a discussion with Mr. Bissau and Mr. Brodsky. 

Is there anything eJ.se? 

t 

A I; racy very well be discussions. 1' didn't say 
discussion. 


^ - L ' 3 cnere anything else that Mr. Brownstein 

did. that operated as a fraud upon you? 

A wtner than cr.uuj.ng the stock to take off at a 
blgn rate and causing me. tc purchase, as part and par- 

^wl. 'inu l.o induce nc to purchase on June 7, 1971, 
no. 


o 


norc cm; several open matters, two open 
'nac.eiM which I have, Mr. he It on. The yc-llow sheets 

i-ihich you are going co produce ard the agreements with 


• >. 


i 
' * ; 


«* 





” I 
1A ll 


w Ij 


i.yi. 


. *• ;• •' • - 'i -.. • 


Felton 


Excerpta Mcdica which ^ou. have. 


A . Right, 


MK. WILLIS: Subject to those matters. 


I have no questions e.t this time. 

(At this time 3 there was a brief recess.) 


EXAMINATION BY 


MR. RICKARD W. LYON: 


Q Mr. Felton, in response to questioning 


y hi. t i.l.,. ir,, you have testified regarding your 
familiarity with the law elating to the federal 


securities law £.. 


I would like io ask jou what familiarity you have 


with the law relating to class actions in the federal 


courts 


A You mean Rule 23 ? 


Miai. do you knew about Rule 23 ? 


«« | * aaSi ° a - Uy ' * Ue it. origin the accomplish¬ 


ment of having numerous eases tried in one forum to 


ailow for small stockholders or other investors or 


plaintiffs to have adequate representation of their 


|| rJS ' al ’’ tilare are ccraon questions of law and fact 


L-ho.u 0 rebomina t «. 

tnai. if there are different and 


« ij Varylns ,lesre33 ot reliance that should not be a 


stumbling block to a class action: that a class action 
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motion sunt be mode within r. certain period of time 

and that there are certain criteria for determination 
of a class action. 

I .'mow that there have been a number of important 
case., on clean actions, including Sleep, the recent 
ease where there were I believe hundreds of thousands 
if not millions of small shareholders where it was 
iJleo jy „,ie court that class actions were not feasible 
out wh-.ro .here are vhouserds of stockholders, where 
their identities are readily determinable, that if 
there are eenmen questions of fact and law that are 
predominant, that c. class action should be ordered. 

p . Miac la the fraction of having adequate 
representation ' of the class in a class action? 

A beat do you mean by the function? 

!viic;w :-.s tho px.vpciso? 

*• fcon'x. quii;e uidsrt t.c.'.i c'. 

‘ P--ipC'Ga ox having c. person 
I’OXOX'C J-.riCJ COlU’i Who is C n r . 

..j x-i c i f.o.ociUf.<.e representative 

Of! the clues? 

A 
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Tag law provides that, even if there is only one 
plaintiff, the rule provides, that if there is only 
one plaintiff, that# plaintiff can represent a class. 

Q What arc. the consequences for the members 

1 

of the class if the class representative does not in 
fact adequately represent them? 

A firstly, the class motion will provide for notice 
and the notice to the, individual members of the class 
will give them the right to opt out. 'Chat is, to give 
them the right to opt. cut because of the due process 
that is involved, representing them. 

Obviously spooling, representation of a class 
j.s important in the sense that the representative is 
In a fiduciary relationship to the class. 

fnis is the reason why these matters are 
fieto-ied before the court. My understanding is that 
the court divided the matter into two parts toward 
the end; first, a determination as to the merits and 
then c, determination as to damages. 

iiov/, if you recall, when I spoke to Mr. Willis 

% ...._ dc.y 1 Oj... s”3(1 to present the bond awarded by 

the court. 

0. z an sort of intrigued by that. Let me 
asl; you this. Do you propose to pay for the cost and 
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11 

the 

class? 

■ • 

A 


i 

i 

I pa,/ j. or notice .o the erase? Who else 

V 

* » 

U 

( J) 

14. 

i A 

1 

f «• 
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v 
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i is 

supposed to pay for it? 

• • 

I • 



i *:*« Don't argue rith him. Answer. 

•. *# 

4 •». * 
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2 : '-o declared a class action, do you 

-*• f. * j 



agree to yourself pay for notice to the class? 
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A 

^o th.13, ‘•.hat ...V thia is a class action 

' 


j 1 

ie r 

Bid 

vfe dst'ii'i'iaie r.nc class,then 1 a,tree to have every 



li 

10 ji 

li'.OSTu 

r < ) *’.»».) c.u'i.:::5 notified ©? the decs action so 

r 



tha! 

has the opportunity to opt out. 



ro j* 



■ / f 

*. 


»» 


Q Do ye i agree to pay for it? 
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agree to have the facilities of my office 
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1 

... 

a.va? 

..i_.?la, cr '<n ' other means to ret ever;/ member 

i* * 
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©.mount of losses of the c..ass members who you. 


purport to represent? 


A I believe that, as I indicated yesterday. 


considering the fact that there was 9 , thousand or 


so stockholders, at the end of * 69 , the beginning 


7 , jj &n ^ that in 1972 there were nineteen hundred 


1 

stockholders, and Mr. Ryan had told me two thousand. 


but that was an approximation vrhen he spoke to me. 


nine teen hundred. 


And also in view of the fact that the shares 


outstanding traveled or climbed from a million, four 


or a million, two to either two million, four or a 


million, two to two million, two. A million shares 


in a two-year period or bo. 


What we have here is a distribution, and based 


on che price change of the stock from $4 and three-quarters 


in duly of 1970 to a high of just under $25 in the 


sujfiiiior of 1971; down to a value of somewhere in the 


neighooriiood of $0.25 right now, that the losses here 


may be a .3 high as $15,000,000. 


Q Are there ary documents that you have used 
in estimating the size of the class or their losses? 


1 boliavo you xOAt^red to one or two documents yesterday 
in answer to a question by Mr. Willis; is that right? 
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i * 


A 


I referred to several of the 10 :K : s. 


!S 

i 


*< * 


Q Other than the material appearing in the 
10 K’s, is there any other written material that you 
referred co in estimating ohe class as you do in the 
complaint? 

A I believe I said the class and the losses., too, 
in the previous question. Now you are talking about 
the class. i J hich is it? 

Q Hi i tiler. 

A I Lh:\nk you should split them up. 

Q, The si/iG oi ine class, the number of people 
in cne class. 

A The number of people in the class is an estimate. f. 
x belreve i indicated so in my complaint. 

» s • 

Q 1 am asking you what uhe basis for that is. •’ 

t 

A The estimate? 

Q Yes. 

A As I indicated to you yesterday, there were no 
i j.|>u. i^ai.i t .b^.s j or activity in this over-the-counter *■ 
czaoe, buc in view of the push of this price upward, 
plus the fact that there are presently nineteen hundred 
stockholders, and based upon ny investigation, I am 
SUi ’ 2 x,h ' xc moc - of the original stockholders got out 
of that revolving door sometime during the rise and 
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before the fall of the stock, and all the other people 

who.were in for short terns, including, as I indicated,, 
my friend, then I considered eight thousand as a pretty 
conservative estimate. 

Q You testified that most of the cases you 
^ have handled have been settled* is that correct? 

A Ye*. By oho way, Professor Bromberg indicated, 
which I didn't have a chance to tell Mr. Willis, 
that most of class acticnc are settled, as well. 

Q , Do you .enow whr.t is required in order for 
a class action to be settled? 

• c - What do you mean? 

M What is reyvirtd m order for a class 

9 

action to be settled? 

A An order of the court.. 

q 1)0 .' ou lntepS ** apply for a fee to come 
° Ut ° f Cny “* tle *“* « judgment which might be 
*“ 3r,,a4 if m ° ca! ° i* "Ohsidcred a class action? 


i; 

20 i| 

A I am keeping 

f< 

21 lj 

expanses, and. 1 c.r. 

** 

*' Do you 

11 

, j! 

A Va,. 

;> 

* *■ •• %• -J 9 

24 li 

► i.his 


actiony 



thi * c " a; ' 1: rteterained to be a class 
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2 j A " os * - c am represented hero as plaintiff and 

3 ( plaintiff pro so. 

I 

** ^ .Jh&t pezcentage of adequate recovery, 

5 | if any, do you intend to apply for as a fee? 

3 | - 1:t depends on a number of factors. As Mr. Willis 

ij , . 

7 j sufvgesv.ea yesterday, this trial may take years. 

i 

There are a number of factors, as far as the relative 

9 j success, ifj hopefully, as I anticipate, the settlement 

10 j ’ wil1 te 1,1 the mature of what I believe it to be. 
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there are a lot of ve.i-lablos he re. 


.1. 1>now this, that part of the application of 
oho ice, for the fee, is the amount of hours and days 
spent. But there are other things. 

9 

j!C ~ e --a^ple, l read the recent determination of fees 
by Judge >3onsil in the Texas Gulf Sulphur cases 
••/here he calks of or..; expertise of the attorneys. 

O.hese are the things that are subject of an 
applt.car.ion. It would be impossible and unfair for me 
1,0 sc '' y 0,0 tli5 - b what I would request. 

All 1 cay is this, that I feel that a wrong has 
uea; *ono by a numbsr of these defendanta on this class, 
and I feel that I have the- burden of righting this 
..rev, oo loonlg for money damages to do this. 

h. ' °u are sj so looking for a fee for yourself. 








aren't you? 

A • I certainly am. 

, 4 

Q That; was part cf the motivation for you 
ma*in S this suit a purported, class action, was it not? 
A May I say this in answer to you. I could not 
afford the time It would take cn this particular case 
if X didn’t have this in mind. That is one of the 
main purposes of Rule 23, which I said before to you 
when l said that snail stockholders will have 


ade q; \ate rpp re; s entation 
is trie purpose, one of 


for their rights. That 
(.•he mainstays, in my opinion 


# 


of Rule 


po 


■ A am hore 3econd day on this deposition, 

and I hope to finish this as quickly as possible, but 
I Bui at your disposal, and this is what I meant. 

<:ou. agree if this case were permitted 
to Proceed as u. class action and notice went out to 
the class that this notice would tell the class action 

that, you intended to apply for a fee out of any recovery 
tii&c whs obtained? 

A ■ycc i-id J.t any cf ohe class members wanted 
to .join, they certainly would to welcome. 

i By the way, did you tell Mr. Falk or your 
brother that you intended to 


represent their rights 
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in this action? 


* jj A 1 rold them 1 wac instituting-, the class action. 

I j I believe that my brother and Mr. Falk are knowledgeable 

« 

; | enough to know whac that means. 

i 

| Q Did they express any interest in the class 

| action that you proposed to institute? 

A Yes and no. 

Q What do you mean? 
i 

j A Mr. Falk, in view of the fact of his own interests 
i in the security business, no; ray brother, yes. 

That doesn't mean that I plan at this time to 

r 

j institute a suit ir. hie becalf, or that he plane to 
Aiiio £in attorney • 

At the same, time, my brother has sustained some 
| l0STOS ln ^ Particular stock, and my brother Is a 
case in Pei.:t. j believe m brother's stockholdings 
are under a thousand shares, there is a perfect 
| axunpre of That I meant by a small stockholder stuck 

j With W0rchlt!3 = “o«* ""herc he would not otherwise be 


in a position to be compensated for hie losses. 


<i V.ith whom does jour brother have an account? 

A 1 want to say one ether thing, one of the mainstays 
of 23 is therapeutic procedure, as far as this whole 
approach is concerned, and frankly, Mr. Willis never 


4 , 
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asked me this question. But Mr. Nissan never told 
me he was sorry. 

Who my brother purchased this stock from? 

Q Yes. 

A I don*t know. 

Q He was not a customer of Mr. Nissan's? 

A I don't believe so. 

Q You have mentioned in your previous testimony 

that you followed the Four Seasons class action 
litigation., 

A Yes. 


Q in what manner did you follow it? 

A 1 read the complaints. 

Q which potrplaints? 

A By the way, I am glad you asked that. There is 
something i wanted to clear up with Mr. Willis. 

su . Willis talked about the fact of my complaint 
in the -- 


ileast answer my questions, end you can put 
cny other statement in your brief. 

A .1 Just wanted to have one point that I wanted to 
point out because It has to do with the Pour Seasons 
matter. I was thinking about it. 

Tne face of the matter is this, that when you have 
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multiple plaintiffs, as you had in the Four Seasons 

case, and multi-district litigation, as you have in 

the Four Seasons as well as you had in the Equity 

Funding case, and where a plaintiffs case, such as 

mine, was instituted, I think mine was in the Equity 

Finding, .somewhere in the first ten cases, when he 

said co me if ho brought in ny complaint would it be an 

e:cact copy of any other complaint, the point I didn't 

§ 

gee to say -co him which 1 am going to say now is that 
in of the fact that oacically what you have when 

you have multiple plaintiffs is the need to have an 
eicacc approach by everybody as far as allegations of 
fraud, in some respects t ier 2 are certain, paragraphs 
in my Equity Funding ease which are an exact copy of 
other complaints which are ii point. 

As far as the Four Seasons Nursing home cases, 

I don't belie.-3 — all right, yes, I did read it, 
to r. certain extent. 

I (to aid ycu tc,.k ;o about the case? 

A As far as talking is concerned, I didn't really 
call: to anybody. I lead so;:,: of the newspaper accounts. 
Ihiti ,*.acer, of course. 

•i x jUoc want to in././ whether you know Ira Sand. 
A Xet4 * ' didn't talk to him at the time. 






Q How long lo you l’now him? 

A Since the Equity Funding cac;e. Ira Sand was 
one of the members of plaintiffs in the Equity Funding, 
representing one of the plaintiffs in Equity Funding. 

Q Have you discussed this case with him? 

A General3.y. 

Q When was the first time that you spoke 

to him about this case? 

« 

A Within the last month. 

Q Was that in a telephone conversation? 

A Yes, sura. 


Q Did you call him? 

A No. He called me. Something relating to Equity 
Funding. 

Q What was said about this case or about 3i 
in the course of that conversation? 

A I didn’t even tell him it was 3i. j gave him a 
set of facto and asked him ;?hat he thought of the case, 
tne various features. I didn't think it would be fair 
co the class to discuss the case with another attorney 
unless I was in a position where I was going to call 
him unto toe case as co-cournel, or for ary other 
situation. 


1 will tell you, frankly speaking, in view of 
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what I consider to bo ray fiduciary position in thi6 
case, I have been very, very careful to to everything 
properly as far as the class is concerned. 

As a macter oi fact, when Mr. Willis gave me 
the report **hich is Exhibit 8 and at the end of the 
day asked me if that was the report that Mr. Falk 
brought to me, I was not sure, especially in the fact 
cliao Mr. Willis didn’t want to tell me that there was 
another report. 


ky natural inclination on the way home was to 
show the report to Mr. Falk and ask him what he thought 
of it, what his memory was, but I didn't do it. 

For tliao matter, I have not taken any statement 
from Mr. Falk or, from Mr. Einhom. 

E&ve you discussed with Mr. Sand or any 
other attorneys the possibility of their participating 
in any way whatsoever in this case? 

A Wo. Uhy would 1 want to do that? 

i iou pie rioualy testified in this deposition 
Mica respect to conversations which you had with 
Mr. «issan in connection with each of your transactions 
and in addition to conversations you had with him at 
other times. 


A 


To the best of my recollection. 








Q 


That is my question. I just want to 


confirm now that the testimony you have given as to 
what was said in those conversations represents your 
best recollection. 

« 

A That is all. The gis-; of them. 

Q Does it constitute your best recollection 

as to what was said in tho.se conversations at the 

i 

present time? 

A fes. 

Q Are there any o.iier conversations that 

you have had with Mr. Nissan as to which you have not 
testified in this deposition? 

A with regard to 3i? 

0. Yes. .. 

A I am sure, x just toid you the cogent points 

that come to mind. 1 toll you frankly, Mr. Nissan 

handled my whole account a r, that time, and frankly 
speaking, 1 spoke to Mr. Nissan quite often because 
there were, unfortunately, a lot of situations that 
Mr. Nissan advised me ttiao didn't work out well. And 
there weie oirnes that I spoke to Mr. Nissan twice a day. 

Q is there anything that Mr. Nissan told you 
about 3i that you have not told us about in this 
deposition? 
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Q Plea.se do. 

, * 

A It was sometime during that conversation when he 
told me that he couldn't recommend the. stock. 



MR. WINN: He could riot? 

MR. FELTON: He could not tell me what 

to do. This was in 19173 when X as’ced him whether 
to buy more stock. 

Q When in ' 73 ? 


fVj. -* 

■* 

s.' 



A It might be late January or February. There 
were a number of margin calls I was getting at the time. 
Q Go ahead. 

A And he referred to 3i as a dog. 

MR. WINN,: He tcld you 3i was a dog? 

MR. BELTON: Yes. He said, ;, I can't talk 
aoout that dog.” 

A This is something I recall at this moment. 

That is your best recollection of what 
he actually said? 

A ihe gist ox what he said, but that v/ord he said. 

Q When you say "gist" during this deposition, 
you mean you are giving us your best recollection at 
the present time? 


The sentence structure is 


gist, but the word "dog"• 







A; ‘ 


t 
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he said. 

Q Did you have any response to that? 

A Boottonally or with woids? 

Q, Words. 

A No. Emotionally, on the other hand, I was 
very upset. 

Q Is there anything else that Mr. Nissan 

to.'.d you about 3i which you have not told us during 
the deposition? 

A If it was, I don't race 11. I didn't keep a 
catalogue of our conversaticns during the time I 
i’.as purchasing tho uuock. r jhose are just some of 
the iiigi points that I have covered in uiy testimony. 

i'Ui?cal.i.y speaking an the stock v/as going I was 
k*ppy il'ch it, because 1* felt that thi 3 was a special 
situation which v/as going be appreciate in value end 
bs wort i something to me. 

xou say that you* house is held in the name 
cf both yourself and your wife? 

A Yon. 

-v la.. ve yt-’-i spoken to her about the possibility 

unat you might have to mortgage it or re-mortgage it 
i . co.u cor,: on with this case? 

?, say this go you. I used the terra "emotionally" 
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yesterday. Basically I don't anticipate that type 
of expense in this case, p; was an emotional reaction 
to Mr. Willis and it is completely out of keeping 
v.\Uh what I consider the possible costs of this case 


to be. 


The major part of the cost of this case is the 
’ time to me, as far as I am concerned, getting the 

notices out and conducting the discovery. The biggest 
cost of this case is not the question of mortgaging 

i 

houses. It is a question of having the time to devote 
to the case, to be able to establish the points of law 


and frets which will prove i;hc care. 


Lc.Vi‘ you ever had any conversations or any 
oral or written cpmmunicatious with anyone employed 
•-«}• valsv-oi, other than Mr. llissan, respecting 3i? 

a ;.;o. 

Was the 31 which was held in your account 
(.i* i...con hold ia strees nfime or in your name? 

A The stock was fully paid for. 

4 Do you know whether it was held in street 
name or not? 

A .. don >. know, it is held at Walston & Co. and 
ic is contained in the position section of my monthly 
statement. 
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Q Mr. Felton — 

A Excuse me. I tliink that it would be In my name 
if X requested the stock to be sent to me, so I 
assume it is being hold in Walston's name. 

Q As I understand your testimony, you have nc 
recollection or no specific recollection at this time 
of having received any -written material regarding 3i 
prior to at least March of 1971; is that correct? 

A X said I might have. 

Q That is why X framed the question as I did. 
You have no specific recollection — 

A Fine. yos. 

Q . — of tlaving received any written material 

before torch of 1971; is that correct? 

A Yes. 

$ iou don't deny chat you may have received 
some by virtue of your status as a shareholder in 3i 
or otherwise prior to March 1971? 

A This is connected with your previous question. 

1.-. the stock was held in Walston's name und not mine, 
31 might not knew that I was a stockholder to send me 
tne report. Perhaps that is the reason why I 

never saw it. 


Q 


Do you recall over having any material on 
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companies in which you held stock forwarded to you 
by Walston? 

A What we are talking about now ir> not a fair 
question. You h o.' r e now established the procedure 
as to how 3i mailed this annual report. 

Q I have not established any procedure. 

I will rephrase my question. 

Is it possible that you received material on 3i 
from Walston subsequent to the time that you first 
bought tne sto.ck? 

A I did. Mr. Nissan had. it sent to mo. 

Q Prior to that, I know your previous 
testimony referred to another copy of the annual report. 
A 1 didn't say. 31 said jt might have. 

q I inferred from that that you might have 
had a copy of iu prior to that time. 

A Wo. 

Q Is it possible? 

A Is it possible? It is possisle, but at the same 
time now in reflecting cn it, and what you have 
suggested to me rang u bell in my head, when you said 
Walston forwarded, that tne reason perhaps why I never 
suw it is because of the fac ; shat if I ever got any 
reports — I mentioned that I have the stock that I am 








Pel tor i 

still holding. It is Rapid American. It is in my 
name. The reports come to me frequently from Rapid 
American. 

Are you suggesting that Walston sends reports? 

Q I am not suggesting anything. I asked a 
question.. And now I will ask another one. 

Did you ever a3k for any written material on 3i? 
A . When? 

Q At any time prior to your conversation 
v.'ixh Nissan as a result of which ha sent you the 
annual report? 

A No. 


Q Ac any time prior to March, 1970 ? 

A Bo. 

/ 

Q Is it your policy not to a 3 k for written 
material? 

A It is my p rack ice to watch the stock movement 
every day. 

r <\ You testified that you followed 3i. 

A hot every day, out periodically. 

Q What do you mean by that? 

A I sa:.d every clay. But there were times I did 
follow i'.t every day when I Became a little apprehensiv 
because of the price movement. 
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Q What do you mean by "follow it"? 

A What do I mean by that? 

, # • 

Q Yes-. 

<• 

A When I purchased it at 4 3/4ths in July of 1970 • 

1 was not watening it as closely as later on when I 
was getting ready to sell it. 

Q What do you mean by follow it? What did you 
do in order to follow it? 

A 1 don't recall in 19?C — the procedure changed 
as far as publishing the figures is concerned. I will 
tell you what it is. 

.fn the paper, for a while, certain over-the-counter 
stocks were only reported or. a weakly basis, and then 
they were reported on a daily basis. 

Lnen j'ou say ’ i cllow it," are you referring 
exclusively to following the price of the stock? 

A Yes. 

And where -fould you look in order to ascertain 


25 ‘i 

t 


■j what the price of the stock was? 
if 

A that is what I am driving at. 

i 

t-i Let's begin with July of 1970 . 

•j 

A 1 don't recall. I don't recall if it wa 3 a 
;j weekly reporting, i chink, to begin with, in July 
it was a weekly reporting. The only way you could 
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see it was on Si/nday in Barron’s. This is my 


recollection now. This is a long time ago. 

. f 

Q Have you ever looked in pink sheets? 

A Yes. 

Q Did you look for 3i in the pink sheets? 

A Ye3. 

Q Do you recall finding it in the pink sheets? 
A, Yes. 

Q Do you recall about when that was? 

A when 1 first looked? 

I 

Q Yes. 

A I don't recall, no. ;r didn't look at the pink 
sheets too often. If you recall, I said that I was 

in a stock brokerage firm the day I found out the 

stock took the precipitous drop. 


At that time there was a machine, I believe, 
whore you could purh a couple of digits or letters 
or whatever it is, and get a quote. 

is how I dote railed the price at that time. 

Ci Did the annual report for 33 for 1970 
confirm what Mr. Mason hoi told you about the company? 

Mr. Nissan didn't calc about the company at that 
po.uro when I referred to tie annual report. He v/as 

talking about the European data hank, and he told me 













that the report would explain it to me. 

Q When did you first learn that 31 was a 
new business, as you previously testified? 

A I didn't say new business. It was certainly 
a few years old. I said relatively new as opposed 
to some business that was perhaps in existence for \ 
ten or twenty years. I meant this was a new business \ 
ih the sense that when I used "new" I used the word 
exciting and new, in the sense — Mr. Nissan had the 
ability to charm with words. When he talked about 
che multi-million-dollar acquisitions and taking a 
smaller company and really building, that is what I 
want to say is exciting and new. That is what I meant. 

Q When did you first learn that 3i had sustained 
a loss? fly -that I mean a loss at any time. 

A In any year? 

jGs. i x;xll rephrase the question. 

Prior to seeing the annual report for 1970 , 

4W. .you W whether 3 i was making money or losing 
money ? 

A No, I did not knoxv. 

Q Did you ever ask? 

A No. Oh, yes, let me say this to you. I am 80 ri y. 

1 didn't ask but sometime along after I purchased it 
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originally at 4 3/4th», Mr. Nissan told ms that the 


earnings were improving or something to that effect. 

. # 


A Once again, the gist of it. 


whether or not at this point he discussed with 


me specifically what that meant, I don't know. 


I don't believe so. What he was talking about is 


that the earnings were goln. 5 to improve and the stock 


would go to $ 15 . 


Basically speaking, perhaps that was the 


relationship why the stock was as low as it was when 


ix,.so bought it, and why the stock was moving. 


'mat was :«iy understanding, based on his 


Sta . Cnt th * au time.-, -ha; the earnings were improving. 


You testified that you told Mr. Nissan 


CG V "‘ e Ume you °P e ^ed your account that you were 


interested in appreciation? 


A yes. 


Can you describe in any more detail what 


.yon mean by that? 


, A i- you recall, my brother had told ne that he had 


! ° rq?K6atioa <* 1,ain 5 ,rt 6X.t. and ha toll me he dealt 

f.l' flit* r» \ r\ I 1.1 • 


; ’ }Uh S;JSCial *<«»<*»«, "inch he watched carefully 


nnd in fact he had told me when 1 first spoke to him 


aoout now he nad handled a stock called Extra and 
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2 how strong a movement It had made from a small 

) amount to a large amount,, or<5. he indicated to me 

* j that he found certain stocks, and based upon his 

1 lnv esTJigation and all that he put people into them 

at a very good price, and whatever they paid for it 
| they would realise a much larger sum at a later date. 

So when 1 said appreciation, I was summarizing 
basically what he was saying to me by his giving me 
aii example or so. 

Q /ou yourself were not interested in 
dividends, were you? 

A Mr. Nissan told me in special situations 
| something to the effect — again paraphrasing — 

j 

j tx Gist of it, that the dividends In special situations 

j &rC bL ’ m ~ i “> in the sense that when you have a new 

J ov a relatively new company, the dividends are foregone 

j ° V K ‘° , -" ct tha * *«»<W tno profits are pumped in by 
j ‘ !oa tWV 3i ' to filiations. Mils was a general 

| statement before 1 opened the accent'. By acquisitions 


j! 

2j 


° 1V '° evcili; ^11./ when the price cached a level 
wnere people .realize*. what it was and the full 

pota?...ai of sc.xru.njsc was thsro, then the dividends 
would be there. 

And, by the way, I haveindicated a number of 
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oranaactions in this stock and it X 7 as not because 

of the fact that I was trading this stock. This 

• # 

v;as because of the fact of say apprehension and 
in view of the fact that I lad losses ;Lr.. looking 
-•or some appreciation in tile bad market of 1969 . 

This is bone out specifically by the fact that 
oach time 1 sold at a higher price, I bought back 
at.approximately the same price I paid. 

0 

IJ ’ In Paragraph 15 of the amended complaint 
jou allege that Ralston at all times roo.de a market 
und kept an inventory in the securities of 3 i. 

W.ni; .'.o che basis for ;iiafc allegation? 

A V/qll, several things. Two things. 

( i Let me just ask you this. Do you have 


IS j 


Wiiat 

14 

A 

V/ell. 

is 1 
» 

* 


0 

«■ 

cay 

fact 3 

1 / ji 

A 

Ye s. 


Q Waat are they? 

A Vac pint sheets, I noticed when I looked at them 


2 b 

■i 

1 

several times. 

21 

t) 

,i 

j 

\ 

When? 

21 

! 

r; 

A When? i don't 

2S 

1 

! ! 

if I locked at the 1 

2/. 

i 

j 

at; the time when it 

2 U 

i 

1 

basis that I would < 


oasis that I would occasionally go in and look at it. 
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Felton 

I was following the stock fairly closely because 
I was apprehensive, not just of this stock but 
the fact is that it had made a great movement, and 
based upon Air. Nissan's gloving, you know, comments, 
and his strenuous objections to me to sell, I saw 
the pink sheets and X saw Walston & Co. was there. 

/■jrxd also, a couple of ;ny confirmations have that, 
Walston makes a raarket in securitise, which is part of 
Defendants* Exhibit 7 . 

Q faat confirmations are you referring to? 

You. are referring to Defendants * Exhibit 7 ? 

A Yes. 

^ where is it? You are referring to the 
printed statement at the top of the fora that Walston 
makes markets? 

A hot printed but typed. Yes. 

Q All right. 

A Ly ohe way, in chat regard, I would like co ask 
why a number of them don't have it on there, especially 
cwo earlier confirmations. 

Q What facts do you have to support the 
allege cions of Paragraph 

A Your answer whi.cn ycu read in the record on behalf 
Of Mr. Nissan. 


334 







mcntcss: Kwiocj--zo — jso 2 < a; w c; 3 cop 


1 

2 

3 

4 

5 

6 

7 

8 
0 

to 

11 

12 

IS 

14 

15 

16 


17 
13 

W i! 

20 

21 


! 

22 « 


I 

» !! 


24 

29 


. ' • ;.- v v-i.’?*? •' 

• • . ... •.• 

I,-*"- * 


335 


Pelton 

Q Prior to the time you drafted the 
complaint, what facts did you have to support that 
allegation? 

A if you recall, for one thing, what I said 
Mr. Nissan said in late January or February of 1973 

about being a principal, an insider, an investor, 

I should say -- 

Q What did he say at that time? 

A Something to the effect that he couldn't talk 
about the stock, he could not discuss it. He could 
not tell me what to do — 1 think I mentioned that. 

I don't recall the words I used yesterday, but something 
. to the effect, when I said I was reviewing my portfolio, 
whether there is any wore money in the margin call or not. 

Q Did he ever tell you he held common stock 

in 31? 

A What does the "principal'' mean? 

Q Did Mr. Nissan ever tell you that he held 
common stock in 31 ? 

A I understand the question. 

Q Can you answer it? 

Tac >vay l answer it is this. My impression of 
that conversation was, after x spoke to him, my Impression 
was that he was a shareholder in 31. That was my 
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impression of the conversation .jw 

° n * lnat w as one of the 
reasons why he said he could nn t ^ 

COUltl not discuss this do* 
with me. * 

Q H '' , neV8r tOW ™ ttat he held common 
Stock In 3i , did he? 

A 1 would Just like to refer at 
^ > er at th is moment to 

Defendants f n. 

(The Witnsss examined documents.) 

9 0i<* he ever tell you? ^ is , 

simple question. 

* 1 * 1 “ Ple — - of ,v conversation 

g that eanuaiy, late January-early February *73 
conversation, that this was my impression of our 
conversation, that he was a stockholder. 

^ ^ Way ’ th6re is ’ 1 believe, in the SEC 
necoi’ds which 1 am looking at now, some mention of 
wr. Nissan*s name. 


Q Ihat would nnf Km 

noH . responsive to my quest! on 

A >ou asked me how I knew he wa<- i w 

wa ~ a shareholder. 

1 hGVe a note here i/here T 4. 

so tH ... . ’ i0 “ 11 here something 

e efiect tnat the shares — >' Jn 
.. Jn a ddi-cion, as of 

roc-Utrant Honed 50,000 shares of 
on Stock, Class a, in conversion of indebtedness 
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of the outstanding principal amount of < 100 , 000 . 

On Match 31, 1572 the market price of the registrants 
securities was 4.75 bid and 4.875 ashed. No brokers 
underwriters or finders were involved.. me shares ' 
were issued to an individual who was a shareholder 
of the company and who had advanced the Company 
4100,000 with the understanding that it could be 
converted into Common Stock, Class A, at .*>.00 per 
share. The individual was a sophisticated person 
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ln the brokerags busines 3 ." 

Tile re is another place where his name was 
mentioned. 
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the She papers. 



’iw 

• «v | 

j 

; 

Wiien you 

dr 

aft 

* 

what knowledge did y 

cu 

ha - 

, 

in 

Paragraph 35 chat 
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finances of 31 with : 
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che report? 




cna..n of events which I previously described 


and discussed with Mr. Willis. 
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Felton 

Q Anything other than that? 

A foe11 a hindsight, the admissions of Mr. Nissan 

, # 

chat this was correct, his admission. 

Q Co you mean in the answer to this case? 

A Yes. Basically it was a chain of events here. 

All i,hat 1 said before, all that I previously testified 


GO. 


Q Referring to Paragraph 45 of the amended 
complaint, what itnowledge did you have when you 
prepared the. complaint to support those allegations? 

A If you. recall, I testified that Mr. Nissan told 
me on June 7, '71 that a major bank was putting out 
a very favorable report. 

Q The allegations isre — 

A That was ray memory of the way he put it. 

Q, lou allege that prior to the time that 
the report was published, Mr. Nissan advised other 
liras, brokerage houses and individuals in the business 
end in the investment community of the advent of such 
reoort. 


- 2S * T ' ia -' c is what you are reading, 45 . Yes. 
Q i'Jnat are the facts which support that 


allegation? 

A lie told me. 
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Q Anything else? 

A The fact is that Mr. tinhorn ac that basketball 
game referred to Jim Nissan's stock, or something like 
cha t. 

Q 'Xhat basketball game v/as before the date 

of the report, was it not? 

A Yes, I understand, but. the idea I am driving at 
is that this is apparently the nature of certain -- 
which I learned, certain businesses, certain brokerage 
representatives do, for the: purpose of pushing the 
stock up. 


So the fact that somebody in an entirely different 
position would know that by mentioning the name of a 
stock, that this is Jim Nissan's or Nissan's, rather, 
stock, was very significant to me when I considered 
this amended complaint. 


Q i. make it the.t no one ever told you that 
Nissan advised anyone of the advent of the report 
ocher than yourself; is that right? 


A x have not had a chance to 
about it. iis far as I l?nov now 
fact that it is hard to believe 


speak to Mr. Nissan 
it is based on the 
that Mr. Nissan would 


only 


foil 


me. 


It is based on an assumption? 




r<« c>ww>s o cn — 
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10 j Q Afc thlB Point, it if an assumption on 

„ your part? Is that right? It is nothing more than 

U j an allegation at this point? 

13 i A When you find something in one area that exists, 

14 | Xt becorAes a ver ^ strong assumption, more even than 

, 3 ■ an assumption in view of the fact that there is 

13 dealing in one regard, as it was in my case, or 

17 stating this fact to me, in my case. It is hard 

|Q to believe that hc v, ould state it to me alone. 

I9 1 Juat want to ae -y thla to you. The complaint 

M was prepared by me before I had the advantage of 

2 j | -eexng rxhxfcit 0, and I am testifying now without 

22 j any knowledge of ^nether or not there was another 

: report that has not been given to me. 

i 

2 '! j H Referring to Paragraph 6 l of the amended 

a j complaint, Mr. Felton, «cui,J you tell me what the 


2'i ! 
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Felton 

A He may have told every other customer that 
he had. 

Q It is an assumption on your part? • 

A As far as ray. dealings with him, it is a fact. 
As far as — 

Q It is what — 

A It is what I am testifying to. That is a fact 
to be discovered. 
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factual basis is for that allegation? 

A It is the natural outflow of the information 
and belief in rny preparation of Paragraph’ 32 . 

Q 3o that your answer as to that would be 
the same a 3 your answer to Paragraph 32? 

A Yes. 


Q Moving to Paragraph 62 — 

A By the Way, also referring to the information 
I discovered in the SEC. 

Q Moving to Paragraph 62 , what is the basis 
for that allegation? 

A That is what 1 read to you before. 

Q May I see that document? 


A But there happen to be some other points. 

You disturbed me going through the papers, where 
there v:as specific mention of Mr. Nissan 1 s name. 

Q Let me e.sl: you this. With respect to 
Paragraph 63 of the amended complaint, is it your 
testimony that the basis for that allegation is 
con exclusively in toe documents which you 

oboainec. from the EEC and .vhich have been marked 
here or will be marked? 

A just trant to say this. 




j. have a question. Will you answer it? 
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Yea or no? 

A :C • spent time at tne SEC looking at other pages 
that X didn't copy, but X took oertain notes, only 
Just ft fax; points here. 

Q Would theae be pages of lo h? 

A Yes. 

^ So cbat y° ur hwov/ledgo respecting the 
allegations in Paragraph 6,2 is derived exclusively 
from 10 k»s filed fcy 3 i? ' • 

A :ny of t my answers regarding information from SEC 

i.i . I .'.a, ever xnfor»aatj.on I have here and whatever else 
I have read. 

't Get's go to Paragraph 63 . 

13 there en ythi.ng on which that allegation is 
br.coc: other than what you have previously testified 
tc in this deposition? 

A Mo, that in it. 

i4nd ,;ou " J thc iKM0 be tiuo as to Paragraph 64? 


K 


■ r .. 


A Yes. 


A 


f' 


t; 

-• * * *. • • 


>■< * vioO,i) c: 1 c. true as to Paragraph 65 ? 


" o£ke :. j also es to Paragraph 66? 


Moving to Parnfi.v £ .pn 3 73, you allege there 
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thai 0 among other thing?, Hr. Nissan participated 

singly, acted in concert and/or in furtherance of 

common fraudulent combinations tru>t Mr. Nissan 

engaged in acts, praccicec and/or a course of 

business which operated an a fraud on plaintiff and 

iin.e class; chat Mr. Nissan participated singly and 

acted in concert and/or in furtherance of fraudulent 

combinations; and that in furtherance of fraudulent 

• 

combinations, Mr. Nissan with intent to deceive and/or 
defxrud plaintiff and the close discussed the finances 
of daxeudaut Ji do.npany with defendant Brownstein 
prior co defendant Brownstwin's preparation of a 
report on defendant 3i Cc lpany and advised other 
xir.ftn,, bro&oraga Jiauues and individuals in tho 
business and Investment community of the advent of 
cm i report.• 
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•arming this. 
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Felton 

v. r ha>; you have already testified co in thi e 
deposition? 

A Subject to ray own dice every *.nd interrogatories 
here, I would cay yes. 

What you mean by that? Do you have — 
A What 1 mean is, I believe that a great deal of 
the information here — & great deal of information 
in nre possession of Mr. Brownstel n and Mr. Nissan, 
aaisten i; Cc. and Marine Midland.. 

Whet you aeon Is ycu hi.ve told no all 
that you know now, and you are relying on discovery 
to actaolish whatever else you miyho establish? 

Is oho right? 

A Dosioaliy, yo3. 

Jc. vhat also true for enything which 
m.'.yn.- support the charges in Fara/i.rcph 177? 

•.insc ccw.ag bade to your prcxloua question, 

I hr.vs not really iiseunsed or hittified to what I 

conau'j.7 to he ams or less Mr. Hasan’s relationship 


ua an \r. airier c 


fcipop. rn vr.cw cf his admitted 


acquaintance with «r. Brodcky, which, as I Md before 
l * k * n *'• :aK ‘ iri '-’ c -a t- hr. Lillis, .L plan to allege 
Chic in an complaint after it is dotermined 

by a nvtKtagavion, or the deposition of Mr. Nissan 
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In this regard. 


Q uo you lavs any fact 3 to support that 

0 

charge or anything in this complaint other than what 
you ha/o told us in this deposition? 

1 

A No. The admissions of Mr. Nissan, tile fact that 
he knew Mr. Brodsky and discussions with Mr. Brownstein. 

Mr. Brownstein admitted that he knew that Mr. Nissan 
knew Mr. Brodsky. 

MN. lltC'kiHO G. LYON: I will ob.ject to 
thas unless you can point to something in our 
answer th.ro supports that statement. 

MH. KSL'-.'OH: Paragraph 03. "Lofendant 
Nissan at a’.l times herein Mentioned was 
acquainted wi ,h the defendant Brodsky." 

wba; wan your answer in behalf of 
. Browne te?.j < ? 

Mi;. NkOCAiW C-. LVON: The allegations of 
Paragraph S 3 were admitted on behalf of defendant 
Brownatoin, and j wi?l withdraw my objection. 

* ha.. X «.'.m brts.-.v:o..ly .Looking for in my deposition 


'• lMht ' ‘ c v ' i: -nk this ;Im responsive 


quo Stioi'i 


All right. 
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Q X believe you l:uve testified that 
Mr. Nissan at one point in 1971 told you tliut he 
was in contact with the management oi’ 3 ij is that 
correct? 

A At several points In 19V1. 

Q A..so that he expected fiat the earnings of 
3i would be in the black for fiscal 1971 ? 


Yes. 


« 

Jjud you have the iiapres jion at that time 


i; chat you V7er f receiving information which was not 

•j 

available to the general public? 


A NO. 


MR. RiCIUV.RU ’A. LYON: I have no further 


cues tions. 


MR. MftlJII'i: I ora going 00 go on for about 
i i.i ueer. Minutes until 4:00 o' uloek, and then we 
v.iii wtuce you up the next time, wivenever that is, 
MR. PML'j’CN: X am staying until p:00. 

MR . You can stay as long as 

you want. You didn't stay until 5:00 yesterday. 

i'.R. Fl.L 'Gvi:. I ■••ufj told there was a 
stipulation asked for by Mr. .yon and he said 
that he had rode commitments :.n the afternoon. 

ML. RIC»[ARD V/. LYOfi; Let's go off the 


. *r 











Felton 


reci d. 


MR. FELTON: I don't v/.rnt to kill 
another afternoon. 

Off the record. 

* 

(Discussion off the record.) 

MR. KUfEN: Mr. Felton. I am going to 

ask just two or three questions now, and then 

we shall adjrurr your deposition to some date 

« 

nej:c week which wilJ be agreeable to everybody 
here. 

} 

MR. FELTON: May j. ask you one question 
with regard to that? Will you be here tomorrow 
when I question Mr. Browns teiri? 

MR. KUfySN: Ye::. 

MR. PlSLfON ; Why can't we finish me 
light after v/? Z inisk Mr'. Brownstein? 

MR. KUW.sM: I don't knew how long I will be 
with you. [ will be here for Brownstain's 
examination, and I am going to examine you 

some next week, tny do;/ that is convenient 
for you. 

i 

MR. FELTON: As soon as possible. 

MR. V,..NJ./: An of no-/, i don't intend to 
examine you. but I will discuss it with my client 
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Felton 


... it 


MK. FELTON: It should be in close 
proximityi otherwise it would be cross- 
examination. It will be sometime before 
these transcripts arc transcribed. 

MR. f.UI'.'EN: Ue don't know when it is 
going to be transcribed. 

MR. FELTON: As long as you don't refer 
to the transcript or have them transcribed 
in your possession when you ask me the questions. 

MR. KUi'EN: It is perfectly all right. 

I will remember what you said. 

tiR. ft'XftH: If I examine you, I will 
examine yot ft the same time. 

UR. FELTON: And no la ,er than next 
Friday. 


1 

MR. V.IKM: 

!/ |j 

(i 

MR. EUKEN: 

sa > 

l! 

MR . FELTON: 

,s |l 

> finish the examin. 

WO i 

i 

MR . IvUnEd: 

21 i 

k?. i 

i 

r 0% * 

40 > 

next week. 

MR. ? Si TON: 

l 

i 

that many questior 

** i 

I: 

25 I! 

MR. KUHLK: 


KUNLK: a. don't go on tomorrow afternoon. 
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Pel tori 

MR. FELTOJi; I see. 

MR. HI?!.:?: You understand that? 

MR. FELTON: Off the record. 

(Discus 3 ion off the record.) 

MR. PELT ON: Mr. Kunen, in view of the 
ItiCt that it may be difficult as to where it 
will be held and all that, I would ju 3 t as soon 
you completed my examination first and then 

s 

Mi*. Winn, and then we can continue with 


Hr. Broansteiii, 

l 
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MR. ICDEiSN: Tomorrow afternoon at 2:00 
o'clock v;e will meet at n>y office. 

up.. P.iLTON: ‘i1*c order says 1306. 

••tv. HiRil; He ion’fc her,e to examine you. 
are invited to attend. 

(Diacuunlon off the recerd.) 

k-r. It is under stood that I will 

£ - a '“ P° u a i‘ f5W cue si*, lens and t ion we will continue 
tomorrow at 2 GO P.>?. 

•ir.. RjJL'j’CJ: All right. Go ahead. 


hr. reiton, there ha 3 teen narked on this 
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examination Exhibits 13 , Exhibit 9 and Exhibit 12, 
and these are documents, r take it, that you obtained 
iron che files of the SEC, photostats of documents? 

A These are some of the documents I referred to 
out of other documents which have been marked 
Exhibit 11 which I obtained fcy phetostatting some of 
the pages of the files of the EEC in Washington 
and in view York. 

« 

; i 'vij.l yo x please uad to those documents 
from the document that you have ir> Exhibit 11 the 
additional notes to the company 1 s financial statement 
Ox November 20, IS) i'O . That is the date of the 

certification. 

con, you i)S ve handed me a document 
wh ch you have tok?n from Exhibit 11. That i 3 , the 
■payees that yc; Xeroxed from the £E0 files, which Is 
mark a-* j i. Coray ' li if o rm ?: 11 on imterscience Incorporated 


Ko'cc to Const lido. ted. Financial statements 


'fd. hdft CiJ: Please mark it. 

J'ooaiiiont above t escribed was am iked as 
Defendants 1 Exhibit i ; ! for identification, 
this date.) 

^ -V- tar.e whet Jixhibit 13 , Exhibit 9 and 

xhi'oill' in order constitute the June 1970 financial 








/ 


1 


» !: 


'ci k} 


-'-lai .if.,/ .'i - •tV.’’ 1 '; 


Pol '.Oil 

statement cf the company uc certified by Main 

Lai rentz 1 3 certification and the rotes to the 

. * 

t irutncial statement} is that correc t? 

A Without a complete identification on Exhibit 14. 
vJhfj.v, I .Been by that is other than the fact that it 
loehn like the aaa-.s size page as Lxliiblt 13 and 
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be; c>iv» in my diiec. t testir.iO'iy. 

i hv.-zo, coc had z. chance to read both 
o. u»un! carcj:eJ Xy to hoc if them e.ve any changes 
i.n vho .v’Oi-. ingj j.n the typing, bat it would appear 
toe- oiio one tout you Jus.; marked for identification 
ao .t'! v.oula be cars of thr. annua?, statement. 

-uj u r.i itcueot an at dune 30 , lr)/0. 

Jatirac..nd vO an o.-nual report of the company? 


A httached? 


l-O it 


care 

•y* i/.IS 


*• or die Mf.-r.ual rapero. 

you ic.ve the ajinuiL reoort? 
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I don't. 


3 Q Uid you 333 a copy of the annual report 

4 when you went through the SEC files? 

s A j.t is a.U. microfilmed. That is why it is 

15 difficult to identify, as it exists here. They 

7 use the term microfiche, f-i-c-ii-e, where they are 

d i able to put someth 5 re in the number of 

I 

® | pages on one card vhich you have to use a viewer 

i 

* ? > | t0 viov; > a ooesial photostat cachine to photostat. 
!l ' la any 2 vent, you claim; in this action 

j 

Vi j oiiat Mr. Nissan se it you a copy of the annual report 
» - i ) kne company .or to.3 period Riding June 1970 

i 

54 i sometime in 1971 $ is chat right? 


A fee. 


Can you f<ive ur. oho exact date when it was 


sent, whan you received it? 

A No. But I oei give you th 2 cate that we 
dascussed j. 0 , and le said ho was going to send it to mi 
Ivhat date wan that? 

i 

A * believe at <as March 22. >.071 when we discussed 


w i 


oo writ you received the report subsequent 


to ivarch ?. 2 , 1971? 


A Yes. 
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Q About how much subsequent? 

A Pretty close in time, 1 imagine. 

Q I don't want your imagination. I want 
your best recollection. 

A My best recollection is that it was sometime 
within the course of a week. 

Q So we now have it March 29 , 1971 , 
approximately? 

A That is t.ie outside. I said within a week. 
It may have, been very well: the next day. 

Q I am not holding you to that. It is 
within a week? 


A Yes. 


I take it you read it? 


A I looked at xt and in the area that he was 
talkxng about, about the European data bank, I paid 
particular attention to that. There v.’as a lot in the 
report, for example, that covered their contracts, 

I believe, just that they dealt with — services 
the.v rendered co tnis one or that one, that I didn’t 
read w.ltn us much interest. 

and also looked at the financial statement. 
Wiier, he larks abous the fact that they acquired this 
asset — 
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Q Ail right. Kow much time aid you spend 
looking at the balance sheet end the profit and loss 
statement and the notes of Main Lafrentz which 1 am 
now referring to as Exhibit 13 , Exhibit 9 and 
Exhibit 14, approximately? 

A I could noc even give you that. 

** You can't tell me whether it was an hour, 
a half hour, a day, a week or e. month? 

A The day 1 received the report I looked at It. 

I never looked at it after that. It was within that 
periou of time, meaning 1 have looked at it now. 

0 . I understand that, cut the day you received 
wiat nyu. u you looked at it, md how much time did 
you spend looking at t? 

A 1 really don»i; .’mow. I can not even give an 

estimate of time. t f vn - .. 

... yoa arc ii.jkrug me if I gave it 

a line-by-line pencal, I would say no. Because 

ao uxiu poxnc X was most interested in the fact_ 

Qj yoi indicate to me from these 

exhibit.os. iudiibii, 1 ? i? ci nnci . , 

* C i y and - wuat you claim you 

looked at? 

A we11, firstly I looked one. saw that the marketable 

securities on January 30, 1969 was over * 500,000 and 
there was nothing in 1970. 
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So I assumed, based upon what, he said, that 
they were transferring the new business, what they 
were doing is taking monies that they had tied up 
in marketable securities and they were actually 
putting it into their business as far as acquisitions 
are concerned. 

Q What else did you look at? 

A • Ihen i looked at the data bark license, because 
that was tne largest iteiu in the assets which is 

i 

what he was.talking about — 

£ What did the balance sheet say on that? 

A "tJata bonk lx senses, at cost (note 1) $1,028,606." 
And 1 was interested in view of the fact that there 
was another item, , * Data tank and systems development 
cocr, at nominal value, yl." Idealizing that here 
Wiiat no said was that they hcd aocuirad this thing, 
and che vo,lue of tala particular reset. 

That is what I looked at. 

C: That i& as far as the balance sheet is 

concerned? 

A Yes. 
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Q Then the second page is the profit and loss 
statement, right? 

A yes. 
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Q And the profit and. loss statement. 
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a 3 I recall it, has a certification — did you 
look at the pi’ofit and ions statement? 

A Yes. I saw that the earnings lost — in other 
word*?, what happened is they were in a better 
position in the sense that — 


Q You started to say that they were in a 
better position in the sense that — 

A J.'c just locked that even thotgh they were losing 
money, they were losing less money in 197C, which i 3 
what he said, that they were improving, which is 
that they were going to go into the black. 


<-i Did you notice the certification cf 
Main iafrents? 

A Yes. 


'•J Did you read it? 

A I aw pietvy sure I did. 

l'o you notice; the qualification? 

.i You. Wilier* t.ualific.it ion are you talking about? 
11 the sense that iu is u.iujecu ti realization of 
carrying value of data btuuc Ucenr.es? 

»i feu • 

>i Sure, j. read it. .but 1 tool: it to mean subject 
to «>ho realization that ohey wouli get back the money 
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i or Ciis invas'OLient in the data brake. 

. <<l Did y° u read the notes to the financial 
statement whioh are on the next page, Koces 2, 3, 4, 

3 and 6 which is part of Exhibit 14 for identification? 
A i don't recall. 
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* o:; a certificafca -ts a certified public 


A X have not by skill since 1953. 

/•' C ,•* ;>• LI.:..-..;, . c yj.: loot all your 

it 0;. .i u../,vo a;; a c cr fieA coblie -ccouivtunt ? 

^ .'/'.il .a ... y r,: cilia, that j never in my practice 

a. r ev ;• rondo je cd c. certificate 

o-- - .c :.v.' . v i-o it. x i »..•:• ver oi-J that. I worked 
y ■ .f. rr i>ccc rnta vy u.rainea for purposes 
uj. o'' -;.nc o.:a-.. a. r, tnooreoician based on 

i ♦ a no- a .• v.’Oi’.cou on a case where I 
v/c.n r:cv Air.-el :ou .n the reparation of a certificate. 
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Q In order oo pass the CIA examination 
which you did, you hud to be familiar with the 
accountant‘o certificates, had you noc? " 

A :.'ne emphasis, when I i.ook the exa.n, aid this 

goes bacit to 1353 , twenty years ago, was on accounting 
theory, it was not specifically on accounting 
certificates. 

Did yoi* study certificates? 

• 

A '.the qualification.? Xo. 1 studied auditing 
prccndurss^ f.rn.u tbs standpoint. of auditing, but 
an ,-ar as preparation ox’ certificate., as far ae the 
woivins is concerned, I don't xecs.ll ever going into 
that particular subject. 

”*** c 1 to uay is v:hen I loosed at 

thi.; thing, 1 lookad tic i; not from the standpoint 
oj a cci-oif led public accountsrt. 

Aad 1 wm SR y -io ycu, also. I don't believe 

Mi '* i ' Tii!3an kno * /B t>iat 1 e-i a CPA, and I only brought 
th..t up r-i>.. t.L.O.io yesterday was discussing my 
educational background. 

1 *" pmv! ot ’■«<•'* <**t 1 was able to pass 
a filler difficult exam, .uid that I had the training, 
out X have not used it. ;r a „. rusty. 

At what *£ e d - you pr os the CFA exam? 
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A Twenty-three. 

Q At what age did you become a CIA? 

A Twenty-three. 

Q During the course *•- 
A Approximately. Maybe twenty-three and a half 
or maybe twenty-four, or maybe tv/enty-two. 

Q »jince that time have you had occasion 
to read financial statements from time to time? 

A May 1 tej.1 you this. When you asked before 
whether I looked at the statement, i said yes, as 
far as I could recall. 

l was not locking at the statement for 
qua.'.ii ications cf any type, or for the notes 
frori the standpoint cf the fact that there was 
anything wrong that I had co delve for, because, 
to be perfectly honest with ycu, because if I felt 
•cheru was any problem as far os notes are concerned, 
or ..o careru.'.iy evaluate every word when obscurities 
v.cie used such as, i read to ycu — — 

V.o will get co that, tut it is not the 
question before ycu. 

A i was not loo ling for any pitfalls. The statement 
v.as sent co me -- rather, the repert v/as sent to me 
by Mr. Nissan because of his glowing — I am once again 
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describing ray recollection. -- hie glowing thoughts 
as to purchasing o:!* this European data bank. It was 

: t 

not from the standpoint of what I think of "their 
balance sheet. j 

So, basically what I wa3 doing is, I was looking 
at it with an aye of someone looking for tilings that 
were told to me to look for, rather thun looking for 
things tliat might be trays that someone who had more 
expertise than I, not being a CM, Mr. Nissan, what 
1 considered his skill in ;uialyzing statements, as 
far as his own practice is concerned — 

Q fou are not getting back from your 
previous statement. '■ 

You got the statement and you read it, and you 
noticed the qualif ications and you noticed the j. 

certification. 


Is that still your testimony? 

A I noticed tie notes? The notes are part of the 
statement, the notes were part of the annual report, 
and I said that ih: notes were there. Whether I 
read them or not, I don't recall. 

Q The notis arc part c>f the statement, 
aren't they? 
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<2 You testified previously that you looked 
into them, you read Note 1? 

A I said I am pretty sure. The best I recall. 

I don’t remember whether X read it or. not. I might 
have read it* and then again J might not have. 

The chances ere most likely I did read it. 

Q That is your beet recollection at this time? 

A I am rob sure. 

* 

Q After you finished doing all that* 
wbnb did you do with the annual re-port? lid you 
throw it in your v.astepsipe.r bucket after jou finished? 

A 1 don't even recall doing that* but e.t the same 
time 1 didn’t ct-m.ider it any more than the day I saw it. 

Q bo you know what you did with it? 

D:<d you discard it? 


A What etc you mean by discard? You said throw it 
in the wastepnper basket. Maybe my wife threw it out* 
and wnat I consider to be today * s newspaper. 

fie wanted me to be acquainted with this particular 
data bunk and the fact of how great an asset it was. 

( t We will get. to the speeches later. 

You read it as you would read a newspaper? 

A Strike that part, it 2.3 colloquy. 

Q You read it U3 you read a newspaper* 
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K ° r ‘ 11 11 T R ‘ T 0 «, having 

I -. on pre/iously duly sworn, resumed the stand 
;,til testified further as follows: 
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?,ir • !? jt< ;; »ARIi (1. I.YON; That is right. 

W-.L j J! : <v..j i talk about it now, what- 

cvnr rovr choice, Hr. Kunan. 

**' * 1 havo no .-inference. We wiJl 

1 -» . ,. # n • 

Ciiy.j, .-it.i. .s Cviiii'v..ii,i | to everybody. 

'"• 1 ‘ V! * •"'< it. While I am 

• -v.g it, Jet ;, i3 a.;/ - Just to clear up a 
" 1 * i ' 1 1 *■' '■ : '- 11 i "ho conversation 

^ yuu i J'aJ a recollection 

‘ ' ‘ -•“dice sheet on the data 

. - '•’■nit to say this to you, my answer 
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stands as j.c . a out to this extent -- may I sec it, 
picr.se. that exhibit? 

idi. Vi'iUU: Tsii.it is it., there. 

: Yes. Tef erring now to Defendants 1 

rxhihit l:i /or identic lestic»*. I don't recall, as 
- Sc.y, spec?. x j Cc?.ily reading it or not. There is a 
/'ate 1 tn it is alongside of data hank licenses and 
.onts . Ard. j-jsc oe.ts? c.n intelligence, you know. 


'cr.fi 

verago pc* 

SCJJ 

has 

.. inc 

i; j/jv: 

V, ) r vn 

1 •/* *1 
• .. w 

i f / 

saw 

it y 

.scei-iay. 

• UUC 

*7 r 

«... j 

7 n 


v.ho note. 

t-’-c otic./ point just v/er.ced to mention 
■■> van a.:, 'll-:?, tnr.v :u >r.r as the? qualification is 
■init'.'.'i.o. . ;/• PUo .»•! the saw* exhibit, when 

1 - J1 ”.o •• t t c- Jt generally accepted 

• ... counrii nv;c .'fore, .jwj lying v/het I 

on;.-i vi 1 *■ v-resin* i.ic lean’s tost and being 
*" • ; irc :;t; ■’ ; ' r ■ -• *:•• c.:•• .A., :.n the sense 
“ ‘ - ^ l i. .>; Hi.:; tm:t i had worked for 

• to you in the early 

•* 1 • : practicing attorney 

~ j if: ct.tioii no*i, ic is 
‘ ■ » ;•«?> apples, in this sense. 
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that the comparison between what was. on the balance 
sneet, data bank licences, at cpsc and the qualifi¬ 
cation that is on the -- where is Exhibit 137 -- 
in our opinion subject to the realization of the 
carrying value of data bank licenses, in one case 
data bank licenses, at cost flags a cost to the 
company, whereas, as I used the tern qualification 
v/nich is z qualification in the sense that it if our 
opinion, subject to too realization of carrying value 
0t date, bank licenses, indicates there might have been 
some quasi ion in c-ic r-iad cf the auditors that this 
cornu any buying such an e;. pensive item, in comparison 
to their total asset:-., it if a possibility that 
c<oy migjVi no l l.-o a ole to get the money that they 
"fid back if or it. 


1 i;st i.. who c r by apples and pears . 

1 thought x Wtuld p it ;, thj.f. out to yea. 

A’u tb. fi" is i: .'ou ire postu’J ating now 
but iifn’t occur to yy.\ t 7 

A Vou me;v:-ulc occur i: :na t ien, "•>■**». •» 
cvigi i.' ily when '■ the -it?::p.-j. t? 


t iOi." meaning 


- rrtii, >o . ; .u.c. 19 cf '71. 
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>•' • •i.timr or.- 1 ', - 'licit is what 1 said. 

-'*> i c-an't have any recall 


?/| 




.'7 








7 


••rvrf '* 

* ..U.; iv« .Ci,K*JV 


2.* i 


2 '- 


o ? 


i ; cl 4.0)1 


2 i j 


jl v 

j other than reading it. Ami the only reason X brought 

| this point up to you is because of what you had asked ne, 

approaching mg as a C.P.A. S with qualification. 

Sc giving :.t careful consideration last evening -- • 

) i 

ws were rushed, you said you wanted to leave a little 

a 

k 

earlier since you v/erc tired, and we didn’t have a chance 

i 

to complete that point and since you were starting a new 
approach in the questioning, which I am sure you would 
j most likely go back to this, anyvay -- now that we are here, l 

; i thought X would mention it to you from the standpoint, 

j whon yor • !SJfi chii £0 ™ qualification, that the qualification, C 
sub;,ect to the realisation ccarrying value of data bank t 

! r 

• . r, 

license; , just a.*; a v easonti le p»:.*sen and I am talking 

I . ? 

atouc new, about professional., and in this particular sense , 

\ O 

1 am ere feesionai. to the extent that I have a C.P.A. certi- 
. u.j i ^ox'i you. heror and commented on a few inonents 

! r 

| ago, not piec'tri k, the certificates, hut looking at it, 

( subject co che renli .at.icn carrying value of data bank 

i l 

I f 

Ixcorm.: , is the pears as nonpar to the apples of data 

! ..... . ’• 
/.U-Ci'iiej, u'., cost. » 

i 

I f '° 7 C: ' V-05r:j as car,pared to apples? V 

|1 i». 

|| .t --v s'.i.-. roty ■ cuesor* in vhc o.ir*d of the auditors, Li 

i i ^ 

, ( > ’ J * '• 1 •* •••‘■'‘rent/., !u>."/vr conducted the audit, 

'! t. 

ajHl Ji '• I h; /on : t had the opportunity as yet to 


•re e ; -‘purtunity as yet to 
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speak to them, as to the question that this was not fairly 
stated on the baiance sheet, such a major, item, the fact 
that the balance sheet indicated purchases at cost over 
a million dollars, then the qualification in the accounting 
certificate -- and I am not talking to you as a certified 
public accountant: but as a person who would v/ant to be 
informed by a certificate that maybe there is something 
here that is not completely correct -- would have been 
sonetiung to the effect in our opinion the data bank licenses 
purchased wav q pr.Tclu-.sed with lettered stock and therefore 
one cost was not c cost that should really be sitting on 
this balance sheet in those particular terms, data bank 
licenses at cost, especially in view of the fact that this 
*°c * 5 '' Cj) wi it ten at a time when the original agreement 
uClW> ' (! ‘ t,:i lnc w en huger. had been changed from tho 

5iS0 ' 000 balance w> 50,000 snares and furthermore that 
the $iSu,00'J which wes the ajrseBisnt, the balance due that 
was supposed to bo paid in a certain number of months to 

V ° n hU ^' ] a :coidi3 ‘- ‘ 0 <:ll ° fipwaomciit between Von Eugon and 

31 ’ Warcn -.iy was m:vcr set up or, the books as a liability 
on the pvrt cf 3:1. 

co.ipl; that with an obscure sentence in the i960 
iU ' S ‘ fwRtt ori {:yr °-“ ; - tuadirg, who,. I indicated I 

,iaa ” W/ ‘ rii ' t0 tho fc, *> southing ::o the effect that-si 
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had not decided what the proper accounting agreeB^ent would 
be for che entire transaction - And furthermore, the note . 
which is referred to. Note 1, never even talks about Von 
Eugen «nd never talks about the original agreement with 
the $30(?,000, you see? So that is what I was really getting 
at. That is all. Thank you for your time. 

Q You have given nc a whole story which doesn't 

answer the question. 

A Apples and pears? 

f - V j;i arc postulating your impression as you 
claim ycu read it today, ky question to you yesterday was 
di)„ctc.. to tii j impression it made on you when you read 
the statement .-/hen you received it. - 

A li.at is ni) point. It. c.idn'i; make a bad impression 
because it wasn't redly seying anything. It was saying, 
nc\., t: .. j is Vijivtt i lean, why. t ( was trying to sav, it 
didn't soy that tii..? was not a purchase at cost, watch 
cit iji s.a.j>_ cl i.> io ; r ? iirlated item on the balance 

s.-v.-ct. All it: said vas something to the effect, reading 


I .i. c,.w.uii) to... y. ci .*.ast nij; rr within the last 

I 

period recently -- was the fact that this is possibhy 
| a * KV/ <r , V'- i '-y *>«< beugbt. hj.. i.com, on of its total 

usSCC-, . nd Maybe Vi: is pcs. u>3- ; \h y won't get enough 

illCOliie li j JCi'J fit* I ' ti:> K' f i r Cl . - 

u ‘u^nwiit 01 nils particular asset. 
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to get back their money that the/ paid for it. That is 
to me, as I say, a horse of a different color or apples 
and pears. That is what I meant. 

Q Ami that was the thought that entered your 

mind when you read the qualification on the certificate 
sometime on March /.9, 1971? 

A No. That :1s my point. 

. Q I don't understand your answer and I don't 

understand what, you are talking about. You are giving me 
double-talk. 

A h'- r .i don* ; g.i v e double-talk at all. 1 am trying 
to say :.3»is was not flagged in my mind when I read this 
whole thing. 

Q did you read the qualification when you 

k • 

read it' J.V; 

# */■. 

A 1 sard to you rdu.s, *. lie vs i read the qualification \ ■ 

which - 

r 

0 Just r minute. Ycu made a speech. 

i-in. FiiLTON: dnee agiin, all objections 
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A I say 1 don't recall whether I did or not, but I say 
since there was a note mentioned on the same liner* with 
data baik licenses at cost, then just based on the fact 

*'•* 
r ^ 

of• intellectual curiosity I say this without any recollection*?, 
or recall, as to what I did then, I would say to you that 
if it is on the same line as the line I looked, I am sure 
I spent th.j time to look. 

Q All right. Now lot's get back to where v.e 

started. 

1 

A Okay. 

v' are you finis no:, with ail your obseivaticns 

and common’ :s now? . *-*i 

A i doi.'i unicrscand what that means, this last question .j 

yOU iflUuO . 

'< You r.carted to mare statements and correcticns 

and adulti?ns to your testimony of yesterday and all I am 
a skin;' r ou is uo you ^ a vo anything else ycu want to say? 

i • 

A *’•'» r hi 1 - .kc to i.;v thir, it would be best then, 

, . 

so v,c u '- 5il a.tie tins problem, go straight through to 5:CO. 
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''ou cam; at ^: 3. > and 1 was here at a quarter 
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Tlie suminor.s in this action is dated May 17, 1973, 
the original summons, and I take it that you prepared tho 
complaint shortly before you filed it; is that correct? 

A Yes. , 

Q So that it is lair to say that the complaint 

was prepared sometime in May of 1973? 

A No. 

Q When did ^ou prepare the complaint? 

A Without having any papers before me, i would say 
the con-plain^ v;as prepared in a period of four weeks or so. 

Q Before you filed it? 

A 'os. i am not sure. It could be two weeks, it 

could Ini six weeks. Z am giving you an approximation. 

1 : V. r e are taking your approximation. And prior 

to the preparation of the complaint and the issuance of 
the summons you made an inv.. si: ip, at ion of the facts that 
you put into the complaint. Ycu 'ook at me quizzically. 

It is simple question, did you make on investigation 
of tho facts? 

A '•’loose don’t. I don't rant the record -- 

fhe record wj.lbe as it is . You can say 

anyth g you want. 

A aril r •'/: «y; vev; yon ne t twine; ce put on tho 


recor u youv obt ..wet:’.ms of the w-sy I look at you. If I 
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spend c moment to contemplate an answer, to give you a 
correct answer, and I want to remind you \ am continued . 
under oath, there is no reason why you have to put any 
type of remark like that. 

2 Okay. Let's go on. 

A Da 1 have your apology? 

Q Oi course not. There is no apology necessary 

a All right. 'The record will speak for itself and 
I move to strike those portions of your colloquy which 
have no bearing on the proof involved in this case. 

'■! •Jill you answer my question? 

A bill you repeat the ;uortio.i? 

mil. i(iiN:3N. Head it. 

O’hs question wos nad.) 
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ask 
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that / 

i.irdf- 
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° * n& * l>a iS0 0a «er.t iteration of a conversation 

° yi tJKl£ ,/<£ ' a ‘ ’ ’ " •• another conversation or two 

folao'.;:ig that with ir. k’-* -.s. -i mV*» v*hv . • 

k » u » ‘Ony certain pieces 

and thVlS In'* /c''] v * ..... ... . 

J 1 - x • ,0> ’ 1 there is an extensive 

invest igatio ; that J urdo «.-• y, 

• v ' cc a ipport, in 

tj ‘° of t.io am:.,:, cot; U*nt -- 

' r.a ■-~c.-' ,ij inal complaint. 

IVhtl'C fi ’(! u ?«/• ■; r ..... .. . 

^ :<1 ‘ *‘ i!v '' l *»t you prepared the 
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original complaint, what investigation of facts did you 
make? Did you go to the SiiC, did you do something in 

addition to ths talks that you had with Mr. Nissan? What 
did you do? 

A No, I did not so to the SEC. I thought that after 
preparing the complaint based on all the thoughts that 
jelled in my mind that I would be in a position whereby 
discovery c »d inspection, that I was preparing, chat I 
would be in a position to prove my case. 

(At this ti.ii» there was a brief interruption.) 

(The answer was read.) 

(continuing) When I referred to discovery and 
.-n-p3ccu.pn. x 1 eferred to discovery and inspection for the 
defendants named in the original complaint. 

Q All right. So that aside from the thoughts 

chac ) iu. l in ; vnr mind you had no documents of any 
kind before you; is that correct? 

U,ch ,:nc ©-••cep«.ion of the fact, the previously 
dascribed doer,,■onto l.h*t i had soon, that being the 1970 
annual report pli s the browns to In report that was shown to 
:,!e Mr - wJ id, i didn’t hive. 

Q At 1 either the annual 

toit, vee.v;; i. that correct? 
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A Correct. 

Q But you had in mind what those documents 
contained? 

A To the extent cf my testimony as to what I gleaned 
from them, yes. 

^ And what did you have in your mind? 

A lVhat I had in mind was reflected in my original 
complaint which stands for itself and which you hove 
before you. 

{ Kl1 ri Bbt. You brought this action as a 
^-iginally in your original complaint? 

A lJS ‘ Clasa £c£:ion » in viCh of the fact that I had 
in mind the fact that I was going to make a Rule 23 motion 
for the class action. 

0 


“ nti rt thst rt-u recognized, did you not, 
that os you testified yesterday that in addition to acting 
as a P'-aiircifl- and as a Zuw/ar in bringing this action, 
you i/crj acting as a fiduciary? 
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And ks a fiduci 

ary, i take i 
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•oiriy, you didn't r.o. 

*•' to mislead 
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Q And you feel that you have made an honest i 

presentation of the story in your original complaint, as 

< 

a fiduciary? •; 

A 1 don't understand what you are referring to. I had } 

y 

not as yet been a fiduciary. I had not been appointed as 

ft 

a fiduciary. That was a contemplated fiduciary relationship/ 
Q But you v/ere not acting any differently as 

¥ \ 

a fiduciary than if you had been appointsd throughout the 

whole thing. You intended to act with honesty and integrity. 

and as a fiduciary;- isn't that correct? 

• % 

A still don't understand what you are driving at. 

Besides being s. fiduciary i happen co be an officer of the 

i 

court and an attorney, sir. If you make plain what you t* 

I '' 

arc referring to, if you would refer to it specifically 
first rather than chocking r.y motives -- \ 

v ! * 31,1 asking you c. question. You either answer 

it cr refuse to ans./er it. What is your answer? 

w.'.ll answer it to this extent. That I try to 
co'f.por myself in my practice cf law as an officer of the 


court; the same *s you are referring to what I considered 


my sol: in my apj i oncli ing appi :• .cation or planned application * 


to r.vj court, e: a repress - .'tatiac o;: the class. 


But c.a a r.:pv-vsnntcfive of the class, as you jf- 

i 1 

- . I 1 

r o tun > »'ei ;d yesterday., and ;..u ’• v i»ig ing tills action, )'ou 
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* Q ~ognize that you were acting in the capacity as a 

fiduciary and you intended to comport yourself accordingly?. 
A Correct. 

Q And as a fiduciary you intended to act fairly 

to tnc members of the class and to the people that you are 
suing; isn’t that correct? 

A And to the people I am suing? 

Q Yes. 

A 7. try to act fairly to everyone I meet, sir. 

^ You weren't going to bring a groundless action 

against poepio, were you? 

A iJy undorstuodi.ig of the vnevaoeutics of a class, 
are such that all the facts have to bo aired. 

Q Asked or stated? 

A Aired. Aired. 

00 i.aoat'. I «;» sorry f interrupted you. 

| A 1 ‘ 4 ' iL 18 s ^aioiasnt. Mow, if you refer to something 
j wnici) ycu a,i sure you are obviously talking about 

j 0, Ct ' i 0 ‘ ol,lldj,Sf! s an any portion of the complaint, !i 
| be Uad to cisc.ss it with you and tell you what the 

reasons arc for ay actions. 

bci'.. try :o w ^ my mind and vc will ret 

h ,. * 

ji ‘ ,jL i-JS * ‘-y *!«•?.:• ticht end give me your best 

j 4.e.. timc-ii; CJ f.i.e he st of yrur info nation, the best of 
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your knowledge and we will get alor-g. 

A I* ain not trying to read your mind. 

Q Okay. 

MR. FELTON: Once again I move to strike 
all portions of your statements which are not questions 
but.merely colloquy, and auch colloquy is rather 
completely out of order. 

Q . Of course in your original complaint you did 
not joiTi Main Lacrentz as a party defendant? 


Correct. 

I 


MR. KUN'iN: Please mark this. 

(Document was marked us Defendants' Exhibit 
IS for identicitation,* this date.) 

* show you Defendants* Exhibit 15 for identi¬ 
fication which I believe to Lo a Xerox copy of the annual 
repotc jc ei Ccmpuny/Infoimation Ij.tersciencc, Inc. fer 
toe year 1970, and 1 ask you to look at it and tell us if 
t'vx.i: is not a copy of the report which you received from 
Mr. Nissan as yc.: testified on cr about March 29, 197]? 

A On ur before March 29th? 

Q T said on or about. 

A ‘ jli , swROtime- after March 22 up to, as I believe, 
if y'»*i *’oc ■».! 1 my testimony. sumo time within a week there- 
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You testified yesterday that Mr. Nissan 


told you on March 22, 1971 that he was going to send you 
a copy of the annual 1970 report? 


A Right. 


Consequently, ho didn’t send it to you by 


hand, did he? 

A a. testified that a believe I received it sometime 
within 1 week of March 22 when I spoke to him and that is 
wnat I said now. U'hsn you said on or about I will accept 
it to this extent, t.ir.t it might have been two or three 
days before that. 

Q Did you got it by harm or was it mailed? 

A j c was t-. ailed, of course. 

Q All right. 

t 

! 

j A This is it; I believe. 

$ t he copy in i ror.t of > cm. V/hen you received 

it did you read the report of the president? 

I 

| A -^ia to you, 1 ciicn't spend that uuch time 

j looking at it. 1 specifics.!.'./ wont to the section on the 

i 

tin iopen.* beta ba.-c vnich hr. Nissan had sent me the report 
1 ! sp ecifica i 1 y f o >:. 


•.!*] ye . iV-.cate for the* record the section 
cm :u< opoau . -f.r. ui.ii!; ti..i you went to -- 

••■/ the ;vay., x iu u' t scy whether 1' read tlie report 
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of the president or not. Just in answer to your question 
most likely I did. 

P 

Q All right. Nov; where did you go specifically, 

whicn you have a distinct recollection or, of going to 
the European Data Hank? 

A Firstly to the balance sheet. 

Q All right. Go ahead. Give us the sequence 

and tell us what you did, what, you saw and what you went to. 
A Now let me jus ; say this, "Tell me what you saw" 
firstly is based on the recall that I have today, the 
recollection, v-hic.n frankly is meager to this extent. 

The report I had. Now, in view of the fact that he referred 
to it « : large European Data Bank and he talked about 
the price, the amount, I say firstly but perhaps it is 
possible that I read the description of it, but what I 
most .likely did was went firstly *;o the balance sheet when 
I looked at the amount in this particular case, data bank 
licenses, at cost. / 

Q i\ rail lion? 

A V 73,005 . 
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event -- then I saw chat the figure below that information 
"data bank and systems development cost, at nominal value, 
$1." Now, with Mote 1, and this is not recollection, 
tliis is just as I say, common sense - I went into -- let 
ine testify. 

Q . Are you guessing or testifying 
A I am not guessing. I cm tolling you the way I 
comport myself, a reasonable man's approach to this. And 
in view of the fact that I saw -- 

Q So -- 

A Lei no finish, this is answering your question. You 


organization, for tie exclusive right within the United 
state.* to market information services from Lxccrpta's 
fata b'.nt of biechoi* ical information. The consideration 
for ch:»s Tight x* . ,000,OOb i.»c lading 4(5,666 shares of 
Class . common steer issued in October of 11569 which the 
Cornp. ny ha red to wore .ase at $15 per share in 


da . * aw*iv.g uiru . gn to>.s Kxhiui e 15 that you just 
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Felton 

handed we, the annual report, there is -- I an not suie 
or the page but I see here chore is a third column with 
large, oig letters, Excerpta Medics Foundation, describing 
the journals indicating that "Approximately 3500 journals 
constitute the world’s prime scarce of biomedical informa¬ 
tion. Ihese journals are continuously reviewed by the 
Excerpts Medica Foundation, located in Amsterdam, and 
founded in 1946. 

subscribers to either the Biomedical Data Bank or 
the Drug L?.terf ture Program Data Bank have access..." 

A little slower so we can follow you because 
you are the only one who has it, and a little louder. 

...iave access to bibliographic data, abstracts and 
Excerpta Ktdica** Master List of Medical Indexing Terms, 

a hign.kj spec.'..*, ic: liiesaurus of preferred terms, synonyms 
and v/ovd terms. 

' Liow.edica .1 Data iiank/dhf* Sxeerpta Medica Foundation 
screens over 2 million pages of biomedical journals each 
year, and adds mure -.him 300,000 documents annually to 
ure liicmeciicci bam*;. These documents are specially 


processed by Si provide cosipr-shensivc biomedical infor¬ 
mation :> VVicC li. '■ . 

.'•i.- vhon there is sfimeuain.? about the Drug Literature 
Program. ' 
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Q Y ° u read that part of the report when you 

got ic? 

A Yes. 

Q And it made an impact on you, did it not? 

A Y es. 

Q Aii rig lit. Prior to the time that you read 

what you just dictated into the record from the report, 
had.you any idea of the nature of the business of this 
company? 

A Which company? 

: 

ihe company that yea are a stockholder of. 

A hc.ro. 

l) . -vhen aid you find out the nature of its 

business? 

A Sometime in January of 'VI. 

*s And how aid you find it out? 

k * think it was conneccod with either the time that 
I wanfceto sell the original Steele that I bought in July 


of ' yy 

when I 

war- 

Ct i). U £>! * <3.(1 t;«i >’»* C 

inerr.-ys 

> ‘CilO 

■%Ci% n 

: fha- somohof 

stock. 

i*v. Mis 

• k ) C»j 1 

had a i>*f 

tno 

■: U '.vc'i 


S’-, ec.-; n/ounu 

s a 

a . iuch 

f* ** o 

• 4 

ii .1 07 •,;h 

of liJ’/L! 

• 1 )*'.<. 

•4 k» 

wj'cu he told 












Felton 


- .vV4» 

. . »i. • . * "• r '‘,*1* ? 

. Sr*#* tV !•*,'- / *».'> 


387 


that they are in this medical scientific computer business. 

Q And that entranced you? 

A Entranced me? I don't know what that means. I 
wouldn't answer a question like that. 

Q What impression did that moke on you? Did 

it interest you as an investor that they were in that kind 
of a business and because of that you wanted to make an 
investment in it? 

A b;r, I bought the stock in January of '71 and / paid 
$•3 a Snare more tnan 1 originally paid for it. So this 
must have been a consideration. 

^ a consideration of interest to you 

that tuis was so int. 3 re 3 tj .112 and a business that had 
romance or something to that effect., is that right? 

A Let me say this to you. First of all, I don't like 
the word "romance". 


l -* i0U can Miy other word in substitute. 

i ..i:» not. ;»;j.ng cc C'.nrw;.r your question on romance. 


1 icv/ not in answer to your question, because 

vnero i;» nothing rommeie in investing one's money. This 
13 R i:OV ' PPtecLatiox.. 71c time that it became most 

interey'W t ee :»•; was vhor i found in March of '71 that 
1 g cc -- ■ < •; v j Os Li v-.’s’fe wlanne... 
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i-iw-.v part of Marc! of • VI? 
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A I would think .somewhere in the neighborhood of 
around March 20 or March 22 of '71. 

Q As a result of what -- 
A Let me finish. Up to that time it-was purchasing 
it because o£ the fact that earnings were going to improve 
and that Mr. Nissan felt that because of that the stock 
would go for 15 which, should have been what ho considered 
to bo a reasonable and fair value. We had just come out, 
the stock market. I should say, had just come out of a 
rather bai slump and ro at 4-5/4 he considered it a great 
buy in view of the fact that people had sold a lot of 
dirfevent stock inclining blue chips tc bring the bow Jones 
averages in 1969, 1 believe, to a very low level. He 
felt that this wt.j a stock that would improve. 

‘ ,0 wiieil ' l Z-BkeH him, hr. toie me in January of '71 
the business tney wore in, hi didn't spoil it out in terms 

except. j.oi tne far. that this would appreciate in value 
to a level of ilb. 

Q What did ho toil you ?.n January of *71 as 

to tho mature of the business? 

** ihoy 'vere in the compu*ov jino. 

Q J"3t con.outer? 


1 i ,i.( y - v.c ij in chi' .iCi.oj.ee or medical compute! - 
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lino. 
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Q That is all? 

A Pretty much so except in the sense he didn't tell 
we the applications or anything to that effect except for 
the fact that the earnings were going tp improve and the 
stock appreciate in value to around $15. He didn’t use 
the word "appreciate”. It was ray gist of it. Something 
to the effect that the stock would go to $15, something 
along those line:;. 

^ v;eie talking about, a few seconds ago, 

the fact tfcat | there were cor. temp la tod acquisitions that 
you were tcld about which influenced you in some way and 
th.;.£> happened, you said, about March 21 or 20, 1971? 

.. •‘-d f'iar'-.h 20 nov; looking at ray confirmation 

tickets l see the cate is March 22, 1971. 

Q What was said about that? 

A Acquisitions? 

l "' i ah t impressed you about this company? 

A Are you talking new about the acquisition at the 
Data Hark? 


^ don’t snow. “i'ou wove the one who mentioned 
the tact that whoa you talked to Mr. Nissan you were 

ir.ipio:.i<d ** ct i,T ’ u :*»« ■*•*’**«; out .’.rsd bought the 

Stock I>oc»-jsa ho snid year c. • i.ta »y vas 
acquis it *.<» s that had an .Uipeuv.. 
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A rthen you say went cut and bought the stock, I gave 
him an order to purchase. Is that what you .mean? 

Q Okay, okay, I meant that, too. I accept your 

correction. All right. 

A He said that there wore a couple of big acquisitions 

that were in the works. This is tho gist of what I recall 
he said, muitimillion dollar acquisitions. 

^ that tho extent of the conversation? 

A What do yot ne?n the extent or the conversation? We 
talked about some other things, too. 

Q Only on the question of acquisitions I am 

talking about. 


A Perhaps something relating to the fact that they wen 

in related types of companies that were also in the 
computer line. 

' And he said it was a multimiHiou dollar 

acquisition? 

A Acquisitions he sazd ; a cotpie of them. 

s: liid > so 'jay to aim in words or substance where 

tiiio Lit.i.e co. pan/ going to get the money for this 


kind cf i sqwisitisns? 


^ just want to a iy this tc sot -- 

i yo<> r.nsv.ar i»»y question? 

1 1 V ' A L ' oitl * lo ^ way. West of the time 
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I would call Hr. Nissan, sometimes he would call me on 
the phone. Due :in any event, whether he called me or I 
called him it was the same tiling. Nir. Nissan - was a very, 

very busy registered representative, so much so that he had 

« 

a couple of secretaries. Mr. Nissan had a way of saying 
"goodbye". He said, "Talk tc you later" and hang up 
practically the phono in ycur face. There was no time to 
talk to Mr. Nissun and go into too many details. That 
is why I sound ignorant along the way, that is the way it 
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calkou to him ana I trusted him every step of the way. 
j'Jow, you have my papers in front of you as part of the 
exhibit, my statements, and I say this to you, you can 
look not only on the case involved here,, this particular 
matter, but all the transactions, X put my implicit faith 
m the man every step of the way, including at the end by 
continuing in equity funding right to the end, meeting 
margin calls. 

1 just v ’ an ' : y° u to knew this. And so what it was, 
vheii <.oiJ j.e -*osc: tilings, trio re were times I would 
ask iur, -- cor example.. he was so sure it would go over 
Si 5 a., -v.i i arch of * • 1 , up to that time he was talking it 
would i/j co $3 5, l asked him why. but I trusted him because 
? i<r ‘ JV Rnd 1 is reputation, lie had introduced 

' ii.^v /.o I cvi.ev-j, 3 /ice president of Walston 
h -o. aud v,non i went u P to toe him for a few minutes at 

tl1at tine i,d ha,i h;ls «» Private office, a cubicle, with 
secretaries, very, very busy «<jcutive in my opinion. 


SJ ‘ C1 ’ ::;c::c ‘ li “* ai, ~ 'than 1 asked him and he 


.uiu 'Atui*? ox],lore it bemuse X tell you frankly 

, i; h; wo43 a irvj to,a .;«* anyhiing along the lines 

**' J) ‘ K * c ' } : ~ :y! ' yy -7 questions but I still 
.' oc . voe.mic to be perfectly honest 
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Q All right. Mr. Felton, apropos that, you 

are a C.P.A. and a lawyer and an active trial lawyer and 
a man of some years and not a neophyte, so that you could 
not bo taken in just seeing a man in a cubicle with two 
or throe secretaries and have that make an impression on 
you so that you disregarded everything else? 

A oh, no, I didn’t say that. I say this* that I came 
to him by a recommendation and he wasn't the type of a 
t>ioicei '.ha., .i had met at Cppenhcimcr <} Co., p.nd I am talking 
to you now only the ones that 1 wet. I didn't meet them 
all. 1 urn not casting aspersions on Oppenheimer 5 Co., 
ir/ho tried to seii. me s. stock, i said he dealt in speciali¬ 
zations and 1 believed him. 

^ saw a cnaz.ce to make money through 

him and that was what interested you; isn’t that right? 

A To make money? 

0 Yes. 

Curtain.-./ .tot 'mat hr.ppei.ed, to lose money as I did. 

Ae .*.*:•(>_ ms sec yi<; as > man who would get you 
situations here you v/ouiu m.ikc substantial profits 
so j ij u ■**• n’t that the sum and substance 

of who i /ou eve fca-illi.g «.-o? 

A ■ • , . ..... r . , 

- '• *. ...at.., i ; ..‘cr>. tr.; cut not substantial 

i. •„ S "l ' ** ’/!'•* V I ’ »■ f • ri I * ... 
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Q At the time you hud this talk with him on 
March 22, I believe, of 1U7I about acquisitions, had you 
any icea of tlic net vorth of your company? 


Q Had you any idea as to from what source this 

company could get multimillions of dollars to make these 
acquisitions that you were talking about, that you claim 
he said they had in contemplation? 

A X don't know if it was in March of '71. March 22 or 
sometime thereafter that I learned that those acquisitions 
were for stock but I am pretty sure that by June 7 of '71 
when ho said that the acquisitions were ready for signing 
ciiut he had meet.’.oned tie jxect thnt there were acquisitions 


of stOCX. 


A?id «l?.d he indicate i.o yes thon as to why 


people should be w.iliir.j; to take th s stock of this kind of 
3 company to the a inul tdiiiillion dollars worth of assets? 

4i ~ .tisc want r.o tell you something else that comes to 

mind, partially :■ i answer to this and partially in the 
provioi-s Biiii.iji v.ien wo talked about what you referred to 
in eff o'.'.’l. us icy i.nivetc y.s r.ii i;iv .sto r . 

I £ u-'uI.m'; say .•?!«*•; you r.r; naive r.s an investor. 

I t.hii.:. you avc ropiiistic.ited. 

A Yco to? 
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Q Yes. 

A i tell you something, sir, in that regard, unfortunate-V 
ly the record has to speak for itself. v 

Q I an sure it will. . * 

A The price of stock had improved firstly U p to $15 f. 

and then as I say in June of ‘71 it moved up to $20, maybe 
even higher, but on June 7, *71 it might havo been higher -- l 
but on June 7, *71 I paid $20 for the stock. The value “ 

that I considered for the stock, in purchasing 1,000 shares " 

of J.t, on June 7, S 7X, how could I possibly question the ' 

fact that the value of tho stock, as far as the value to 
people who wore c.ccopting the stock when >: myself was pur- 
chasing the stock, for my rather limited funds in the sense * 

that as for as ay portfolio v/as concerned, in the sense t 

that L was committing over $20,100 on June 7, *71 consider- 
ing and believing Mr. Nissan that the value of the stock 
at that time was worth $20 a share. 

• r 

So how coulu I then suy if ;< .«n putting ray money 
into it at $20 hew could I question somebody else accepting 
ccock or tha same company for purchasing their company? % 

l»- I j... ,?. '-h,.c t. should have I.-en, that they were not 
Kcttiny vain, A.V- their merry, then i certainly wouldn’t f, 
be putting my w.oi.e; in at that »,(.;«•>. r 

•• * -o .. Ci a...*, £n.'.s is that you were , 
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impressed in you:.* investment and this stock with the fact 
that tnis company was making, according to Mr. Nissan, 
acquisition's of other companies; is that correct? 

A No. 

Q Whore is it wrong? 

A Miat you have actually done, you have taken one 
reason and used that as ay reason for buying the stock. 

Q What otnor reasons did you have? 

A Originally, as I told you before, and I testified in 
die pas.., it was because it was a good buy and that the 
darnings v/cnid i.i prove anti — 

Q JIow did you know that? 
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time so when I say it went up to 7-3/4 in January of ’71 
it was based on the fact of what I paid for it in January 
of ‘71. It might v/ell have been $9 or $3 a week or two 
before. But from my recollection, what I understand, I 
paid 4-3/4 for it in July of '70 and I paid 7-3/4 for it 
on January 13 of ’71. 

Lot me finish. Nov;, at this particular point the 
stock was moving in the direction that Mr. Nissan said it 
was going to move. I7hat actually happened here was, as 
I have analyzed it now, looking back at my transactions, 
the profits that i was waking really weren't being realized 
because what i was actually doing was, I was being put in 
o>. pui. beck, suckered in so to speak", to buy back the stock 
by approximately -- 

Q By whom? 

A Let me finish. 
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/he story from whom? 


Ihe stoi’y from whom? 


A Mr. Nissan. Plus also if you recall I mentioned 
.the fact that Mr. Einhorn at the Knick basketball game 
recognized the name of the stock as Mr. Nissan's stock 
or Jim Nissan's stock. 

I will tell you something else, too, if you recall 

I testified earlier, yesterday, or the day before, the 

fact that, the. coincidence, the fact that Mr. Falk, my 

frrend, sometime, a couple of days or within a week after 

1 ?Urchasod thQ stoc * a * *20 «Ad hoard that the bank, and 
in this case -- 

You cold vs tort yesterday. 

A l*.»u want to know ven ice «v.i 

* '. ie ox^Ioj. mg my reasons and 

1 am telling you i:y reasons. 

Q All right, gc ahead. 

A le L mo finish, bring it to perspective. At 

this particular ;r»in-c when 7 heard the bank up i n Rocheste- 
or Syracuse is buyin* stock, this dovetailed into the 
lr.r.t story Mr. Nissan told m* r you see. And so this was 

-5 xe.*vw, y.^Sf ro -o apeak, the thing that 

kept mo in a.v' hcc!>.:d >.? avm v .«, j 

. : '-ll -u l*y my seeing the 

report in .July of '■ 7. 
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Q Well, the statement that earnings would 

improve, that came from Mr. Nissan himself, did it? 

A Sure. I didn't talk to anybody else about it except 
perhaps, as I say, Mr. Einhorn and Mr. Falk in passing. 

Q The report that you looked at, which is 

Exhibit 15, you looked at the report with the footnote and 
the qualifications and everything else; right? 

A You mean, you referred to which I dictated, or at 
least not dictated, but i said in response to your question 
as far as N' tc 1? 

I 

q Yes. 

A Yes. 

Q. Looking at that Exhibit 15, regarding the 

data process business, which you read into v.he record 
from the report - - 

Mi. VJIilN: Data Dank you mean? 

MR. KUihiN: Data Bank, yes. 

q Is there anything wrong with that? Did you 

find anything wrong with that statement? That was 
accurately set forth, -was it rot? 
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A As far as I know not.. You are talking about the 
number or journals and the number of articles and all that? 
y Yes. 

A So far as I know not. 

Q So iar as you know chat is accurate? 

A Yes. 

MR. ICUNEN: Mark this, please, as the next 
exhibit. 

(Document was '.:iar>ed as Defendants’ Exhibit 
10 for identification, this date.) 

Q i show you Defendants’ Exhibit 15 for identi¬ 
fication which i i an annual report of the 3i Co./Inter¬ 
science., J:c. for x9?i and I ask you if you ever sax# that 
report? 

Nu * however, part of the report is the balance 

sheet ana statement of los.s and the other financial st 3 te- ‘7 

ment I saw in uy research at the SSC as part of the 1971 
10x\ of tao company, X believe, I believe, I believe. It > 

is the rirsc tiiao ± have seen this report in this fashion. j‘; 

r 4 

But I iiiui^iao that thejee figures -- : ' J ' 




f.' 
•• •* 

r *. * 

r, 

a 

t ;* _ 


K;.. 

X 

$ 

if- 












Holton 


401 


imagination. So give mo your best recollection. 

A My best recollection is that I believe there are 

. * 

financial statements on the 1971 Si 10K which I reviewed 
along with the other papers and filed with the SEC. 

Q Please look at the exhibit you left here 

yesterday. Will you please look at Exhibit 11 and toll 
me if the balance sheet for the year 1971 is not contained 
in that exhibit, the copy of if? 

M2. PELTOM.* Off the record. 


(Discussion off the record.) 

ME. KUK.iW: We will take a few minutes while 
you look. 


witness examined Exhibit 11.) 
h What is your question now? 

MR. RUK2N: Rea-? the question. 

(The question was read.) 

(Discus,;ion off the record.) 

A Xu ©viewing or going through the pages of Exhibit 11 
anc considering want I. said yo« tcruay, the fact that these 
pages ; :s completely out of order and somo are photostated 
in. one fashion in the SEC in Uov York snci the other in 
Washington., and co?;sidling the fact that I indicated the 
financial stateuitacs appear ad or. the 10K, and for example 
what you a iked me about the balance sheet, looking at it 
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quickly, the figures on these two sheets I give you, which 
are split in hair, in view of the photostating differences 
at the SLC, consolidated balance sheet June 30, 1970 the 
figure;; arc there on the bottom lino equivalent and equal 
to tho figures in Defendants' Exhibit 16 marked for identi¬ 
fication but the blocking and printing is not the same 
and also there are references to schedules with Roman 
numerals which do not appear on Exhibit 16 for identificationv 

K 

subject to what I said, without, you know, going 
into any wore detail at this time, this is it. 

j'ijv. XuNIiN: All right. Please mark as 
oefemlancs 1 Exhibits 16-A and 16-ii what the witness 
bis just handed me in connection with the consolidated $ 
balance shoot, June 30, 1971 and 1970 in Exhibit 1C. 

.'•lu. rbLiON: ho. This was given to you and 
picked out by ite. ; 

»1ft. XUNsiN: From exhibit 11. 

• >R. *-ULION: From Exhibit 11 which I previously 1 

>' . 

identified ns using SEC records, apparently from 

«, ’ 

• , 4 '*< 

tne 10a of the company. 

(Dov.umo.?ts above described were marked as 

Defoivw- ves r ib.lvoita ; 6 -A &.:d 16-B for ideali 
:ic. tio.i, reap* ti»-.ly, this dace.) 
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footnotes in Exhibit 16. 

A In going through it, when you asked for the notes, 
going through this pile of papers, as I say -- 
Q Exhibit 11 . 

A Yes, the pile of papers, I find notes to consolidated 
financial statements -- off the record. 

(Discussion off the record.) 

MR. FELTON:. Read me what I said. 

(Thu answer was road.) 

A which i appear to be related to the notes in 

Exhibit AG. Once again, looking at the last line, for 
example, in Paragraph 21 of the notss, principles of 
consolcation, it looks like there is an extra paragraph 
sentence that is added on the ones that 1 found and without 
reading it lr.no by line, l haven’t been able to find at 
i.his t.jnc 3, .vote b, fixed assets. It may or may not 
have been in the exhibits. 

‘ b.r.d data hr.: !< licenses and long-term debts 

are hero » but c ‘ 1 - ‘iata bank licenses in the SEC notes that 

1 fauni ro«» <ive considerably less than what is in 
Exhibit 16 . 

ikt this io there was e brief interruption.) 

A ij ortiAuing) ho ,.s b said., the note I found in 
^iie Sj.v, '•?. I •;. s -L \t; .art oj. r.xhtsit li which I saw when 
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I wuj just interrupted, is considerably less than you have 
shown me here and marked as Defendants’ Exhibit 16. And 
the same goes for Number 5, long-term debts, where there 
are cert -ain columns for the years ’72, *73 and '74, figures 
v/hich do not look as though they are on the 16 exhibit. 

Also I submit, or found, i should say, not submit, 
but found here your request, notes consolidated financial 
statements. Note 6 , as part of Exhibit 11 and there are 
six paragraphs in part of Exhibit 7.1 under Note 6 and I 
just found si::, paragraphs under Exhibit 16, which is 
Defendants' Exhibit .16. 


Exhibit 7 . 6 . 


Note 

2, looking at it :,nd v: 

it appears 

to bo similar, if not ; 

in Defendants' Exhibit 16 . 

* Haven't been able to find 

which i.u • 1: 

e there. 


i'i?:. kU.»i ; h ; AH righ. 


?J . vl.o order that »ir. ] 
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(Documents above described were marked as 
Defendants' Exhibits 16-C through ld-I for 
identification, respectively, this date.) 

MR. KUMaW: ’/lease mark its Defendants' 

i 

Exhibit 17 for identification the annual report of 

51 c °wp any /Info rma 1 : ion Interscience, Inc. dated 
June 30, l£i72. 

(Document above described was marked ar 
Defendants' Exhibit 17 for identificatior., 
tills date.) 

I 

<! Mr ‘ Pult07i, when you were looking through 

Exhibit 11, at your request to facilitate your looking 

ror ch, ' : docu,, ’ Sllts » * as *<‘-d vou Uiio to look for the con- 
sci.it] a tea strte.vont of the- ii Coi.puny balance sheet for 
the notes, ct cetera, for Jv>.« 20, 13/2 with a comparison 
to 1971 end i think you nave duns that. Please hand me 
the documents. 

.' t <2c you wean conpsviaot to 1 971? You are holdin 

i0lUdan ‘ J * Vou 5 ' ;:r: - ,! "•'» ’Hants' Exhibit 17. 

<< ilighi. 

/0v '"*■ ■' , " 1 '"' i,,; :,i - 1 ' >n d r. consolidated balance 

r ''* 8t r W* ■'* ™ De ^.dvnis- Exhibit 17? 


kiO r / . .ijD c. ■ OU 1 i ” V ! It".. *. ** <• x- 1 ✓ v 

. -t i. i — v v iumcl the asset side 
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of this balance sheet. Nov/, the other may be in the 

papers, I don’t know. As I say, when I looked I found 
the asset side. 

MR * MNUN: Plos.sc mark the asset side as 
Exhibit 17-A. 

(Document above described was marked as 
Defendants' Exhibit 17-A for identification, 
this date.) 

Q And at this point ycu haven't located the 

liabilities? 

I 

A No. 


Q All right. 

1 hat else da you want; 

Q i want the profit sad loss statement and the 


notes 

4 


A a reftrved to defendants • Exhibit id marked for 
identification which in some for,.:.; is very similar to 
the cc-jv*olid*ted statement of Isss and deficit in Exhibit 
17 W * Ch • ;> ‘ c **«Vtiv* c - -eset that it includes the 


/co.7s ..... /0, ' i> i.r.d '6-? ciid th: 

55 b: -° r:: ' :lr ‘S vording. 


rcoim is different as far 
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i t.xnii.it 1.L, which are 


1U ■-•fc.*:pv.?cs sijRilaj 


OuLt COr^t 


mim 


otes of 

















l J ei ton 


the consolidated financial statement found in Exhibit 17 
marked for identification, there is one, options. 

Q You mean Note 1? 

A Note 1, options. Three paragraphs on both. However 
looking at it very quickly I seo for one thing that the 
first paragraph, the cud of the sentence in parentheses, 
whereas in one it says see Note 10 to consolidated finan¬ 
cial state/rents, it says see Note 11 on consolidated finan 
cial statencuts. In view of tnat, without reading it 

further, it has to be viewed with caution. 

1 

Q Go ahead. 

A khan £ say caution, tills is a copy of a page that 
was found, in the SEC records, caution weaning whether it 
•*.s the same or s:„:iiilr.r to t v: other one, as part of the 
annua] statement for •'li that: you have shown we. 

'i Thank you. 

A '■’* en i have Note S and part of what maybe would be 
Note 4. Note 5 being the data bank licenses. Here, 
eg a in, on pages :.n brhibic _>.j. }. found the beginning of 
dc.ti. licenses, Hiuroer a, wa.isii would be the first 

tv/ ° P£*’i.grapirj and wi thout reading them they both start 
c,iU oar. / . c\z policy of the company in both paragraphs, 

UT.h v .... -*.cv v.f../ i „ <,->• i .went with Excerpi.a Medica 


round /. 1 o ver. i ' ■’> i *7 


you presented 
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co me, the third paragraph, being: "The $1,000,000 cost 
(76,606 shares of Class A common stock, issued in 1969 
and 19/0) of obtaining chic data bank license has been 
chargee to current operations as an extraordinary item. 

This amount was deemed not to be recoverable through future 
operations because of the losses sustained and the annual 
xec obligations under the present agreement. Management 
xs currently negotiating with Excerpta to reduce the 
Company’s operating responsibilities as wall as the afore¬ 
mentioned financial obligations under this agreement. The 
future operations! status of those services is dependent 
upon the outcome of these negotiations." -- has not been 
found by me in Exhibit 11. 

Q That is not there? 

A Ko,\but it wculd bo, in view of the fact that tht 
page onJjd, which l found in Exhibit II, the second para¬ 
graph, it would be there huh it would not be identified 
by nuwcur bwcaas* it would bs the cud of a note. 

■1 Ann some ox these things that you are looting 

^.or, thot you cannot find wit*, regard to notes on Exhibits 


16 anu ?./ couid o„ in the SEC papers but you didn’t copy 


v-hem: ir i*t that : ?<>;? 


Vi/ ' sU ' mr that I didn't copy or 

PKpors that are it Exhibit 11 oi in papers that I viewed 


a 
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and did not copy. 

^ All rignt. Let's get the balance of the 

• * . < 

notes. 

A By the way, this is an extra copy of the same note 
and I am giving it to you just to point out the difference 
m photostating and to ir.dicata to you the differences in 
sources. 

. Q The paper that you have just handed mo is a 

copy of Note 5 and some stuff that precedes it? 

A Yes, but -- 

t 

Q Okay. 

A But different original. 

Q . he nave your statement on the record. 

A liiexe is n note to consolidated financial statements 
which is not numbered but the last paragraph on the page 
begins tie same as the third paragraph Note 8 on Defendants' v- 
Exhibit 17: "Warrants to purchase 103,000 shares..." 

a give you tils which l also found in Lxhi.bit II. 

Now so far as youu request for consolidated of changes 
m financial position, ns found sn Exhibit 17 , this 
what f. found in lUMMt 11 subject to a line by line 
perusal. 

■ dwv..,ij. >. rj.cao3 mark them in 

' XK ' f l Ahxcn the /itnoss presented them. 
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starting with 17-3. 

(Documents above described wore marked as 
Defendants’ Exhibits 17-B through 17-F for 
identification, respectively, this date.) 
(thereupon, at 4:c(J p.n., the deposition 
was adjourned to 10:00 a.m., October 12, 1973.) 
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STATE Or NSW YOIdl J 

COUNTY OP NSW YQI-JC ) ; 

)., ISADORA 100RAK, C.8..1.., .jotary Public of th 2 
State of Ncv; York, do Lore by certify that the foregoing 
deposition of RO’iEF.T R. Ids LYON wi;; ir*;en before mo on 
the 11th cloy of October, l')7.’». 

The said ui trios.-; was duly sworn before the 
commencement of hie v.ostiv.aj;y; that the said testimony 
was :? .‘.on stopographically by myself and then transcribed. 

The vblv'iin trunscriot :is a true record of the said 
deposition. 

! a-ii not cornusc iod by blood or marriage with any of 
pavt?.o.:> nor interacted ineetly or indirectly in 
Yho ..attar iv. coutrovsrsy, .<>r aw 1 in the employ of any 
of til*; noonscl. 
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UNITED states district court 

SOUTHERN DISTRICT OP NEW YORK 


• *•••• •••% “ •• U* •••«■•■■ P*»< ••■««••• W ■» 


ROBERT R. FELTON, 


-against- 
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» 


WALSTON AND CC»,, INC., JAMES IlISSAN, etc. 
, Defendants. 
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CONTINUED DEPOSITION of ROBERT R. FELTON, 
taken before Isadora S. Barak, C.S.R., a Notary 
Public of the State of Now York, held, at the 
offices of Kaye, S?holer, Plorinan, Keys and 
Handler, Caqs., 425 Park Avenue, New York, New 
York, on the 3.2th day of October, 1973 at 10:00 
A.M. a pursuant to ad.-journnont. 


BORIK REPORTING SERVICE, P.C, 

I-!iO Nassau Street 

Net; York, New York IOO 38 


North 2-50137 
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BY: MILTON KUNEH, ESQ., 
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Attorneys for Defendant 3i Company 
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BY: JULIUS WISH, ESQ., 
of Counsel 
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of Counsel 
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' WV if 


U ODER T 1. F E i, ! 0 N, 


having 


uaen previously duly sworn, resumed the stand 

. • 

r.nd testified further as follows: 

EXAMINAf I ON (Coi .tinned; 

BY MR. KUNEN: 

Q . In Paragraph 117 of your complaint, referring 
to the balance sheet for the year ended Juno 30, 1970, 
you .allege that the aforesaid balance sheet of defendant 
3i Company for too fiscal year ended June 30, 1970 stated 
therein that the cost of this purchase involved capital 
i.i c “ c “•••“■ of par valve cr $iAi ,333 . Ai:d you vare referring 
to two deal with Excerpta Kedica Foundation; right? 


iiioro has been martoc. in this examination 
E>Mbits 13, .) arc H, which is t3ic balance sheet which 
was put together from the papers that wore part of Exhibit 

11 which y;>u « '<*«’ SEC. j'Icw, w m you please 

indicate to tic 

^ -Oiite of the paper? ax coined at tho SEC. 

Q Wm «. is tin? 

1 ox.-riii jcd at tho SEC. 

of t'iv pop:r.». 0<uy. Wow, will you 

plca5 ' ! invi:cv - tc 0 ,1C - in tais balance sheet there 

a '* l ^’ vio ' 1 S*’*- the cost of this purchase involved 












Polton 416 

capital in excess of pur value of $rt42,3jj? 

« 

A What is >our question, pluase? Please repeat it. 

(7 ho quosticn was read.) 

A It is part of tho figure that was, circled of 
$2,649,274. 

Q Aid did you get that figure from Note 6 of 

the balance sheet? 

A . What do ycu moan did J got it from Note 6? 

Q Hew did you juri^o at the figure? 

A toy answer to you ro.' or in preparation of the 
co mu! 1 e i it? 


It- prep area tioi o:: the complaint. 

A Gxi\y. Frew my work -clat ± did on the lOKs specifi¬ 
cally the /oar 1970 , my rose arch v.orlc for it, which I 
previously testified to thut I did at the SfcC in New York 
and In Was hingem. 

however, yc-u have handed mo here today, stapled 

f 

together, throe dofci *w4H ’ oxhit.i t:;. Number 13 which I 
refer >:o where the circled i igurc o : $2,645,274, the 
d-vii*oi(. _ a:w' exhibit 14 and which obviously you want me 
co refer t j rs I* or.o 0 which is the third page that you 
nance-'- >v. :/rAv •■:<*» 'here is « b-r -.'crown of tie $2,649,2'4 
wherein .hrre. is -- 

*- v - : •* thary v/ca a h-riof interruption.) 
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MR. FBI,TUN: Please read my answer. 

(The answer was read.) 

A -- very faintly legible figures of which I can 
discern somethi/.g chat looks lilco $<'142,333 and 

Q I can’t see my Xerox copy of it but the 

exhibit is more legible. 

A I can see it. $<242,333 and that is under the 
"capital excess of par value" arid to the left, "stock 
issued in connection with agreement with Excerpta Medica 
Foundation (i\ote I)." 

Q Nor, in P&ragreph 119 of your complaint 

you have alleged that "Ths aforesaid agreement of 
September 19, 3.!>03 between defendant Excerpta Medica and 
defendant 3 I Co. involved 45.66(i 3 I Co. shares." 

is that what the entire a.i'.roe.nont provided for? 

A No. The entire agreement provided for -- we are 
talking about the agreement This is the agreement that 
I road that is peri of the SEC files regarding which was 
filed, I £ueca v by -*i, which 1 read, and as a matter of 
fact that is chi agreement that 7 am working on now 
involving Excsrrtft Medica’s motion. So I don’t have the 
agreeif ..nt before . turn, .•■’.at i ;<£aiit in this particular 
pav: - .;,x •. r/a. t;*o •}6 f 6o6 si:nr\::x, wh a . I was referring to \#as 
tnat part of the agreement which vas for the purchase 
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of the data ban!: licenses, the so-called purchase of 
the data bank licenses. 

Q And those 46,006 shares -- 

A Mat 1 wean is that there were some agreements fco 
payment later on if end when the thing ever got started 


Do you have a copy of that agreement here? 


A ‘ Wo, I don't.' 


Did you make a copy wnen you were down at 


the SEC? 


" fJ - /fJU reC;, ll the other day when I told Mr. Willis 
that I have the copy in my office, chat I am working on 
it .idtn regard to the ISxcerpta Madica ruction? 

Q 1 would like )ou to -~ 

A " !it 1 have I ,rc **3 r much -- as far as, you know, my 
-recall is quite -- not quit? good but I have a recall of 
certain salient features of it, 

3 Jill rxght. V/i j.X you produce that agreement? 

..ou d.,i t u.vc tv <ao it, now but. at some time before this 
deposition is concluded, I would like to mark it. 

A ty .fovs it ;.s concluded i? the sense that we can 
lea /«:. that np- n ?.nd -- 

l ! Yss. Okay. 

Actually, I just want to say this. There is actually 
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two agreements. 

^ Whatever there are. . 

A Three agreements as a matter of fact. An original 
agreement uno ar. oddended agreement among the various 
parties and c.lsc on amendatory agreement in 1971. 

Q • Sc we are now talking about an agreement 
dated September 19, 1969? 

A • Vihi.cn I coraidcr th: original agreement, that as 
between so :a ax ti e Cxcerpts. Modica subsidiaries and 3i 
and also t i© t indemnity agreevent, che name date, between 
excerpts. K : edica i-oundatio < i mi Si. 

Q And then you have ar agreement dated what 

date in September of *71? 

A i do a'-, iu./o the c'ato. 

V connection v r i t.i that original agreement 

or September 19. 199 n. isr : v tnac correct, that the 46,666 
snares were issue • v.o 'xcornfa modica in consideration 
ox the ugieomojv; that w.o m.x.e by their, with 3i Company? 

A * don't cvo;i -mow if is u fact because I don't 
oven wiiu’c happened to those shares. I don’t even 

;;y*o’\ tow in nindsigirt, ccaslooping what raa said by 3i 

jv* 

s/i '■:* . .»u*- ".: ’..)7i e id c.c.rsioer: ny the language used about $ 
c;u ii a;; too stnc c or toci. rights terminated during 

tn.'* / £> r .‘97s. uoo t l.now ’/heT*? the shares are. whethe - * 




& 

w 


*.< • 

.V 






n V 
k. ' 


a 

•'■V 


K 

i 


l *ii 


•973 


• den t know where the shares are, whether 
















they have been taken off the capital or tl>e books of 3i. 
This is sone of the things that I au.» very much curious 
about nr/sclf. 

Q In September of 1969 when the agreement was 

made which you have just studied and have in your office, 
did the agreement provide that 466,660 shares 
A Ho. 

• Q Will you wait for my question? 

A You gave me the wrong number. 

Q 4f-,066. Is that the wrong number? 

A You said 460 -- 


Q No. '16 5 COG. Did the agreement provide that 

those shares were to bo issued to Excerpta Medic a by 3i 
in consideration ::or v. r hat was granted to 3i Company by 
Excerpt a hedicn under that agr eement? 

A That agreement provided cor what 1 consider^ to b 9 
lettered stock. The agreement 'provided, and as described 
by the pm ties, in various in the report and in the 10K 
using suci phrasing as "can he repurchased," "rights to bo 


rer.iurciioisc J". 


hooking at the entire situation xrew the point of 
view ~r i> ncUig!?*'. in concidnviav .he fact that what was 
on the .Id*/«• iod i In /lew of the fact chat 
appaixi.ciy taere was ro consideration given by the company 
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to setting up a rrgnT for the $150,000 to Von Eugen for 
the other part of this transaction as a business broker, 
at this point my opinion is that it wasn’t, this was net 
really v.'hat was provided for. 

Q icu have produced the agreement and you have 

indicated you wore familiar with its contents. There was 
an agreement signed, was there not, between the parties 
on September 19, IV 65? 

A Yes. 
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G Mid a-.der that ngroo:;i jut which was signed 

on September a 96? .Excerpt a Medica v/ca granting certain 
eights to Si Coripniiy; is '/.hat correct? 

A Yos. 

^ v7;< * 7 Company was paying for those rights 
in some form cr other; right? 

A hupp asodl)-. 

v b'o.: sn * 1 ; the ngroeinent so provide? 

A ios, out whether it rtchUy was ever actually contem- 

pi^Lou hy tiio parties, in view of the fact that Excerpta -- $•.(. 
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- f*ict tbrfc they therefore asked for 
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r»>; CM o ■ 

*'•“ Ai ’ • 7 f - v; *>' A du statements on tneir 10X 

of 

•VI, : t this 

S:.r.. s c :.t has to bo ail read -- 
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you to interpret the- agreement in the event of subsequent 
action and hindsight an you put it from timr* to time. 

I am asking you r> or;, having read tins agreement as a lawyer 
and as an accountant. 

A Wot as cn accountant cut as a lawyer. 

Q • Okay. We will keep you us a lawyer for 
this purpose. As a lawyer -- 

A . What do you mean by for this purpose? 

Q ho will got to you as an accountant. As a 

lawyer, UiJn'f: the r.graeman.t provide that Excerpta Medica 
was jo:aig to get f.ometliing for granting tnese rights to 
3i Company? 

A In September of ! 69 r . yas. 

% right. And they were to get, were 

they not, 4b,odd snares of 3i Company, whether lettered 

° A '“ 1 ' r stoc *“> vi:s / wore going to get stock, 

weren’t they? 

^ Tfiey were going to get restricted stock. 

l ' icey were go>ng to get stock, weren't they? 

k .i t.. »<.. Lev c cock, stoca chut cun be repurchased in 
c c i .j .. c.t t , . cai... w*. '.c •: u»i w;.th ot:»er provisions 

IS 'iC J ’ . 

1 •CV'. tc giv 46,666 shares of 

coppery j vcck subj ect t > •> legend; is that correct? 
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for example, I have known people who owned a business 
that it was decided that they go public and, what I mean . ; 

by that that their company, their stock should be traded, • 
and it was very much important in view of the voting rights 

S 

that they wanted to retain that the stock that they had 

\ 

should be restricted in some way from sale as well as for i 

. i 

sorae people who rendered services in connection with handling } 

> 

the public offering to protect, the public from share 
selling j:rom people viic were eiiher insiders, who were 

s 

£ 

not required, j who v/ero actnaily taking the stock for some 
form of investment as opposed to sale* 

’ 

fc i 

Q When you say ir your reading, is that in your & 

j. W 

reading .vhen you road Bromberg .md Loss and those period!- j£ 
ca*s you testified to when you wore first examined? 


A Wo. 


Hov i.:uch before that? 


A J t is Iiai ’ a *uy when e. cuswledgo is acquired but 

i 

w * b° through life and we lo;.xn a little every day and 

if vc remember ar.d we retain information, it is part of if- 

our storehouse of mfometiox.. 

* 

I say thi.v to you i an sure if I had a chance ' | 
■° c “*' :!,? * y - er :,r / for r. few hours or a day or two | 

* * cuu ’- * :tV0 :-i t:c */ p, “ «ore completely but basically in I? 


tht position .1 a:.; in no*-/, is.your coposed witness, this is 1 



















A I want to jjive you an idea. Basically speaking, 

what I actually did was 1 used these books as references 

. < 

these books for purposes of a particular answer to a 


particular problem. These v/ero not text?. liven though 
I read them, xuy approach was to to the particular 


involved with 


Wow that yo.i explained all 


give you a monument 


was only to give you a monument 


acicirat 


now soon 


nd Loss did you become acquainted 


with the term letter 


*d stock i5 you have defined it in 


s exar.iijic 


nt of September 19 








* ,• '■< •" * v /■‘V'Ci'it./v 


M< i; 


!«•■ |! 


Ui l 


» i 

I 

2 ' ! 


„ ii 


427 r^i * 

196& gave defendant Inccorpta Medina the 'right* to require *'£' 
* ' ^ * 
defendant 3 I Co, to 'repurchase' those shares at $15.00 . ?.'C 

' - Si 

per share, the aforesaid Note 1 reflected the real intent 
of the part.io3; tn.it defendant 3 I Co. can be required 

to purchase at $-5.00 pir share in October, 1971... 

* ^4 

Where did you get that from? What did you base »■■■' 

* *?.. w 

that allegation on? f 

l.'O 

j /•, 

A Well, tins was, oc course, prepared having all the 

actions or inactions of the parties before we. * ; »V 

I'lR. aUjJ iiN: 1 lnov d to strike that. v' ; 

* **. 

^ Ali the actions or inactions? ^ 

A Yes. When Excorpta Medj.cj or any of their subsidi- 

& 

:at xes ue/ex had a repurchase of stock. 

fay 

Q You mean they never exercised their options jG^ 

C- ; k 

to have the company repurchase it? Is that what you arc; % 
trying to say? * &§ 

A * f *V 

‘ A *’ a ’ £ is tight. Also the agreement has some wording L\ • 

to the effect that there are rights to acquire it whereas ?V 

♦ / *» 

cho Mote 1.. the consolidated financial statements -- off jv* 


the record. 


(Dircussion off tie record.) 

Mid. VEl.T'Jv: fhf.t did .( say ? 

0'!*e ansv’.r vu- vt nd.) 

••• as it appears in Defeniants • Exhibit 14 
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identification v/.iich I referred to yesterday contains 
the sentence: "'.'.'he consideration for this right is 
$.1,000,000 including 46,066 shares of Class A common 
stock issued in October 1569 which the company can be 
required to purchase at $ 1 i» .00 per share in October 1971 
Q ‘ What is wrong with that? 

A What is wrong with the words "can be"? 

• Q Yes. - 

A When, you moved before to strike, I am glad you 


disked. 


Q I am happy that you are glad. 

A — to strike try answer regarding looking at the * 
entire transaction considering che statements of the 
company, the 3i Company, in th? xOK oc 1972 and. consider! 
tno Uct ‘ :ha£ **ccrpte Medics and/or its subsidiaries 
have not required or had the repurchase in October of 


1971. 


nic' >ou ever go into the reason 


sons - - 


1 < " JC *’ £ '-'vend. dnen you i-ay what is wrong with 
that, tne particulhvr paragraph does not indicate wrong; 
it makes o st&twcr.t. You asked me vrhoie l get it. fror 

" Sh0WC ‘ ! r °- ! v,lS3 “ 1 ^ fruit. Wrong, I alleged 


.uitiier in «,y complaint, hat all I said in this 


tarcicuvir paragraph which ycu quoted before is: 
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"Although the aforesaid agreement of September 19, 1969 
rave defendant fixcerpta Hedic.i the ’right’ tp require 
defendant 3 I Co. to ’repurchase ' these shares at $15.00 
per shave, the aforesaid Note 1 reelected the real intent 
of the parties; tiiat defendant 3 I Co. ’tan be required 
to purchase at $15.00 per share in October 1971...*" 

Are you asking me now what is wrong with it or 
what is wrong with Paragraph 120 ? I believe your original 
line of questioning vas whors did I get the information 
i.Oj. l/.Uj ivherCj is it eased on. Now I showed you where 

ic .*.5 Oil, 

Q is the purpose of alleging it? What 

is wrong .with it? 

A The purpose of alleging it was, in part, a material 
misrepresentation and the omission of material facts. 

Q All right. 

2m tiie light or which naijces the statement misleading. 
r < h’ha - -ho Ki.ceriril misrepresentation 

un^ whs. c was the oirJ. >a5.on to state i ac ts? 

A Paragraph 121, i would like tc quote in answer to 
your question, partly in r.rsw«j;. v;o yc»ur qu<;stion: 

held by dofenuriav. -i/corpta r'.edica..-- 
l,/ Wi:S ;,v/ - if • :v: / >•’«•*'wvor hold by Kxcerpta Mcdica -- 
"wers never repurchased by defendant 3 I Co. and in the 
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Report }.or fiscal 1972 by defendant 3 I Co. filed with 
The Securities and Exchange Commission, these 'shares' 
weie characterized as ' stock rights , previously granted 
to certain stockholders to require the Company (3 I Co.) 
to repurchase 46,666 shares of its Class A common stock 

(which) have terminated during the year ended June 30, 
1972*." 


' Q You are reading 121? 

A That is right. 

Q £ut I an talking aLout 120. 

A I know. I say this to you. That firstly, which 
•is what I suggested «:o you yesterday, the note to the 
financial statement, considering the original agreement, 
VJ ' as not 01 “ Y fjceorpta Medica but also the Ejxerpta Medica 
subsidiaries, to ce read with tno letter agreement with 

tins Fred Von dugen unci since you represent Main Lafrentz 

f Co., considorii.f the fact that Main Lafrentz ij Co. went 
in tnei v t-r: their auditing or iviataver they were doing 
-..i.-d r^a^.jig •.h’vii' agreements, which i believe they should 
nave been required to read and examining the records of 
v.no ji Company a* -i not finding i liability for $150,000 
sc-.. c.p t ./ -.lie ..1 Company under the original agreement 
with vo„. go... rev t!»w- aecoiiu payment, flu* considering 

< * nC £act i * ov thfc t 011 £iu? ir ' 6 *' 1<>X there was some statement 
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co the effect that at that time in '69 they hadn't 
decided what tho accounting treatment was, and in view 
of the r.act that this 46,606 shares was according to the 

agreement to oe repurchased at $15 a share in 1961 whereas 
the notes said 


Q • In 13 v/hat? 

A I'u sovvy. Whereas in the notes to the consoli¬ 

dated financial statement the wording was "can be required 
to repurchase." And the fact that the sentence was care- 
fu.Uy worded yi tho notes. Mote ?, "The consideration for 
this rit ht is $1,000,000 including 46,666 shares of Class 
A cun** stock aid 39,000 shares of Class A common stock" 
firstly,, thera should have been ;■ breakdown as to who* owned 

vj .,0 ('■.£ tiii ,6,0 j 0 shares end who received the 
30,000 hares. 

lae-Af /-as ii * on seme atft.tcraent to the effect that 
a liaoij.i cf 11>0,00U was carcei-sd as a part of this 

ngrceMt nt. 7h«r# should have bean some statement here 
as to u..g type of stock that v/as given. This was just 
a basic.statement, $1,000,003 purchrsed at cost with a 
completely misleading description the transaction in * . ' 

. J.v p.i.. ji*„ that natter, myself, 

didn't hieerstanl what if ,/a-;. ir \*a k™ —j , —... 


:..c it ir-iti txjo.ii r:cU i 


c if ,/as, if it. had been read, I say 
w the iigr.t cf uy previous testimony 
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as to whether I read it or not. 

Q In addition to tie right of Bxcerpta Medica 

to exercise its option for the repurchase of the stock 
they had another option, didn't they, in the agreement? 

A What x^as tho other option? 

^ j- asking you. iou read the agreement. 

A I am not sure what you mean. 

Q . ’Didn't they havo the right to retain the 
stock and have th m registered? 

l j v. rharjjj they did. I am rot sure they did that, in 
view Ox. wnuu oi said or, its 1972 10K because as I read to 
you in Paragraph 121, 3i in its 10k said the stock rights 
previo\..„x y giaiii.^d certain stockholders to require the 
company to repurchase have terminated during the year. 

- ov ‘ haY « '-sing stock rights. What do 
you moan by stock rights? 

I be.-.ieve mat is the term used in the 10K. 

Q Mh.it do you understand stock rights? 

A Wnat co I understand stock rights to be? 

V Yo.?, to mean. 

A 1 u;ioer3ta ’ d s ‘ :oc ’< y.’fihti. is entirely 
different than stock. 

- •i , '.;w 3 v "ny question. Do you 
consicer that when an agrc-OMoat is entered into as was 
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che agreement of September .19, 15 o 9 which gave Iixcerpta 
Medica an option to ca.*.l upon 3i Company tc purchase those 
shares for $15 a share, do you consider chat stock rights? 
(Discussion off the record.) 

MR. Fiij.YCH: Please read the question. 

(The question was read.) 

A Kcw you are accepting the fact that it wasn't a 
stock right but it Was an option? is that what you mean? 

Q I askod you a question. 

A * *nou you did. Wow you are asking we, you are 
describing the transaction as an option to purchase. I 
say this r.o you -- 

0. Just a minute. 

A this wfcs c.'Kiracttriced now ycu are asking me 


i:c it i'.'.is an option' 


(4 

/ 


t;' 




!-> 

k i 


*' 

V 


r 
*, 


v - - -**• asking yo,. v.hwtnc r the provisions of 

the agreement which gave Bscsvpta Medica the privilege 
or calling upon U Company under certain terms and 
t-one?. u.;.wx y.q pi:rents sc that ?tcci; from iixcorpta at $15 

it 

a share, whetner you consider llmt < stock right? f 

M' 

A .(•: is not i-Oiat X conci-.'ov it. H is what the report 

• « 

ic>i -i~.1 .• i / * c.'jisidc,veu it, as i quoted in Paragraph 

X X j. O.V. .'(y ‘.iV 1 . i) n , 

yo’j stxv; ras viiai *:ojftplain£ you are 
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talking about ana where- that is stated that way? 

A I ha-re seen it in several places in tho SEC recordr . 
but looking quickly through the papers, I would like to 
refer to apparently Nunbar 7 of soviet king, maybe the 
J.GK of the fiscal year '72. It As labeled F-15 o.c the 
hot toil of-the page. May 1 quote? 

MR. XUNEW: net ice m trie it for identification 
(Document above described was marked as 
Defendants' Exhifcit Hi for identification, 

,this date.; 

MR. KUNEM: Tide is a document which the 
witness has produced fro* the papers which he copied 
t. • ciiC o';C wnich is part or Er.hioit 11 and the 
v'.'.cncts cfci'.act identify whore it cernes from other 
uitcti* ifttQk. <•'. i Uas sauci, a? cl in 'W you v/ant to quote 


.soiiioti'.is'i? 


i!R. .WL'L’OH: wr u?.d like to vend the 

a;,raph be^j.nii/.ng At?.r ''"iin; Company lias entered 
i.iito sn ngf.vewe.rL with . stockholder to issue 7500 
,j‘ os i - j. .— iis A coiiicsit stocit in exchange for 

r - -l'. -i g J* in at s toe "a o? dor * s rights to require 
' l v ' > *• - di .j^ -r A'.istister 50,000 sharss. 

’* .. itu'Jx ; « ri“ to certain stockholders 
c,> the Coiipcr./ r.c re.urcliase 46,066 shares 
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Ox its Class A comaion stcck ht.ve terminated during 
tne year ended June 30, 1972." = 

Q tfhe?Q do you get from that paper that those 

are, as you put in Paragraph 121,"stock.rights"? That 
is your interpretation o£ whet it says. It doesn't say it. 
A ho.y X try to answer your question? 


Yes. 


I 

A • You see you have to read this paragraph in the light 
of the beginning as veil as the end of the paragraph. 

J.r this S0,00p snares, which were gaven to /on Eugen, 

I would have been held by him *.id that ho just had a right 

j at * ^ lif * ul01 fci,3 ° csk tor vepi-rchasc at a certain 


price -t 


^ ^ r “ lK wouldn’t be a stock right. jjj 

■ 

A 'i aat wouldn't be a stock right. % 

Q Okay. & 

H say? 5i£,,e> Cl,&t they Jove given him 7S00 shares 

• i * 

t'wr ms rigat to repurchase or register the stock which 

iU 0i ^ Ct ,1?caas have anything and he was £ 

iiuppy to receive 7:>00 shares in its place. 

A'-d by ti.e way, the in tore* tug thing about this ’ $ 


| pc-* . v^rag-apn fci.at i lead to you has been the 

1 y s wroixie,'. conpXcttiy the description 

ot shis transaction iroa its inception ana in the annual 




report of 13 70 evert che fact thuc when they refer to 
it as'a stockholder and certain stockholders, that has 
not even been identified as Excel?ta Msdica Foundation 


or Fred Von liu^en. The sane obscurity that I have said 
was found in Note 1 where the $1,000,000 consideration, 
using the term thereafter ’'including" and lumping 
together two transactions, 46,000 shares as well as 
30,000 shares cud somewhere else in these papers, just 
lur.ping :lt as 76,000 shares. 

Q , eut ./hat you have now bi’cught to focus in 
this exhibit is something t>u.t happened sometime 

in IV?2, was it, or • 77? 

A This is apparently part of »:hs file of the SEC 
in Washington for the year if72. 

$ All ri-nc. j'ou are just talking with 

hinua...giit worn comet .in;, that transpired, which you are 
int.jrpreciiig, occause they ;;«.vo up certain rights and 
the, ...dr tr egreement to accept ''SCO shares in exchange 
for it, ti at right? 

* 1,xS * s h".adsight but as I suggested to you 


r’» -5 r. 

• . »i 

view of t!m 

CCCt 

i ty 

<■ ' tar as 

u.‘ C'j.'X.f.i 

; v. o 

read vhfciv l 

j S , ti’.s V. 


,:n} • * ; lie.Lility, to von Eugen, and in view 
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of the fact that the stock wes not stock but lettered 
stock, or 1amended stock to you suggested,, that this, 
whole transaction should have been placed before the 


ip 

-'-J7 

•« 

> - • 

•' 

ii -1 

•V "I 

‘ | 

?;. « 
*/ i 

». >*V 


stockholders, not with the obscurity of Note 1 and secondly, 

... , . (s' ■ 

chjLS * ,as not 2 bank purchase at cost to 3i Company 

of $x,-J‘J0,000. Certainly not have been permitted by the 

accountants to so be stated especially in view of the fact ’ J 

that,that a material, quantity of this particular amount 

°~ ra0i - c 7•> which as I said I computed v/as approximately 

o2v of tus total assets of the Zi Company for the year 

19/0 on the balance sheet cf th«- annual report. 

3u«. tnat figure uidn'u have any impact on 
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ua the annual report, your statement is even more completely C 

u' 


unfounded. 



Q 


This right of 2, 

the 

stock 

be 

repurchased by :» 

or 

to ask 

tha 

t it be register 

A 

Who 

is 

’•they”? 


O 


Excerpta Medica 


A 


Q Wo, no - - 

K.caso -- Mhov-iiti tea comp my s.-iid that the right 
prev.isu: lv granted to certain stockholders, you are not 
diop.j i, j,. g tii© f . r. •. tnut c.#7tain stockholders were Excerpta 
.Medic h i nu their group, are you? Are you? 

0 Yon answer tho question. 

' ’ •* I'xgnt. ,io require t».e company tc repurchase 
46,000 Shuras of its co-mo:; stock terminated during the 

year ended June .id, i.OVM, this ii the answer (indicating) 
v.c ycur qvesr.icn 

'■* .'-s:-. .. it * 'sicu r.*4tt sxcexpta Medic*, if 

vh,.y v.u ; (. :o veq .ire hi •ion;:any to repurchase the 

.sect..., . i. ...gh-. .}i oh sir Suit- -its. tret ion not to do so? 


k: 

y. .« 

.» •' 
f 


* i »< 


r 

* ./* 


u A 
> »• 


Excerpta Medics. This was a contingency, 
wasn’t it, chat they had a choice to males-up their mind 

AC < 

!l at any tiao that they wanted? 'p 

A ir light* o: vfcat i reed to you in Defendants' Exhibit v 
18 - - r 


l * 7 * 

*• ’ * 
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xoa road the agreement, ‘ihat are we quibbling about? 

A Sir, do you know what ve are quibbling about? We 
•ire not quibbling at all. We are dealing here with a 
situation where 1: innocent people were'duped by wording. 

Mi. KL/l'JuN: 1 move to strike the answer. 
Hither you are going to testify in response 
*"° questions or we will have the court rule on it. 

A a ' n JU'/ing you an answer to your question. I an 

saying <-ho.s to you. You arc asking me if they had the 
■irgntj. /.n s-uq tuur.ro and I say to you that the 10K of 

June is-/ 2 said that tii rights terminated during 

the year of 1LT/2 . 

^ lou aro r - ot ’ nv<!n responding to ray question. 

My question to you was that veea you read that agreement 
of Sopte-aibor 19, iSor between tie ho parties, Excerpta 

Mv ' iCl ' ■’ ,1 l '* l3A4 * * t " CVi0 j! iscr;:>;5.;,n, if they reached that 
dec is. on, ci-u xd ftre.ro recjuosviug hi Company no purenase 

ac sSia ” e » correct or not correct* 

A I don't kr.cv:. 

• You sit here today and you say after reading 

°Mui' '.'eoii’ena yew ti.5* t *-jic'•.? 

• • - uo r r: loo;/. i do m.v know in the light of 

:.is v..-nu). : -r e a-.i ovc-ytiilr.fi that the parties have stated 
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that agreement that was written. 

A And I am talking about the annual report of 1970 
and I am talking about tho allegations in the complaint 
where I am talking about a real intent. 

Q You just don't want to answer questions. 

A I want to answer it very wall, 

Q You arc wastiig my time because you don't 

answer my question. 


A 

a. 

ca 

a» 

t iucerp 

it sa 

id 

th 

3>r 

> /'lUO the 

do fen 

dan 
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to repu 


n 



And if 

their 

sole 

d< 

ecisiun 

dc. 

If 

th 


decided 

Comp a 


to 

buy th o £•: 

ditin T 

•*. 

he 



A 

i’e 

■»» 


they hact 

they 

hav 

en 

•t 

cal .led. 


•i And ir they decided they wanted to keep 

the stock and nave, it regircovsd they had a right to do 
fciiU--. as opposed to Waving the* 35 Company repurchase the 
stock; isr. 5 1 thru correct? 

* ,rl ' pro:>’.j’v>osej ust t»i«y .-.var had the stock. 
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Q hut if they had the stock they would have 

had that right uvular the agreement? 

A lx they never , 30 c the stock, they wouldn't have 
the right. fou sea? For example, cr.e of the ways of 
determining if t ley aad the stock 01 not was what happened 
to the 30,000 shares that wore issued as part of this 
$1,000,000 consideration to Von Eugcn whan he got the 
7500 shares. 

Q ioj have an agreement and whether they got 

tne St.ock physically in hand or didn't get the stock 
physically in hand tne ugveam nii'c called for it, didn't 
id Didn't: the agreement call for them to receive it? 

hook, Kir. fed ten ; ail > aw tty ing to get from you - - 
do you haves the agreement no--'? 

A - f *o, I don't have the avowant. I am looking at 
tho v.uiwe; of Sticntiug Excerpta .lecica, which is Excerpt a 
: *ei ic n r ou;td c ti o . 1 . 

f * w frying to get from you at this point 
ii.e.a »vo. 3 cex'tn in contingentres in favor of Excerpta 
•tedica Company ' 

' v An ^ 1 - atl c,;vi ans vet . /• statement by Excerpta 

iodic.-, to yeu. 

* aii asking yo. «• question without the 
answer. You read the agreement of September 10, 1969 
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A 


A 


and under that agreement there were various contingencies 
which Evccerpta Mtdica had; isn't that correct? 

A Yes. If they really had they.. 

Q All right. If the}'' had the stock -- 

Wo, if they had the contingencies. 

Q ’ What do you mean by that? 

A a ‘ u referring to Paragraph 20, I am referring to 
Paragraph 20 of the answer wherein in answer to Paragraph 
136 0J - Plaintiff's amended complaint, wherein it was 
,n J.».t rn Ja.it hncerv*tc Tiodyca never required 
duweiiuwiv. .hi Company to repurchase the 46,606 shares, 
ta “ answer of Bxcerpta Medic?, is, the allegation that 
requo.-t. •••/«<. made cnac effcnd.-.:Vt hi Company register the • 
s,iav ** :it oot?.intd unde:: the agrosuttmt of September 19, 
ISOS but chat said registration was refused. 

iherofove, in. rnswoi to your question I don't know 

\uvj.>„ -:■> E.ccrrpta ,.,'odica or its subsidiaries 

w « r uirfer this Agr-wBcni. 

i00K * w > r -i'-*.- wiiat you hftvs just read 

r 1 ‘-h- stock ti/ci they were exercising 

? ce :i;. A ,4gency to -iuvu it register id and the company didn't 

" 5n ‘* Isn't that what. 

ye t : -4. ; .,c»? 


in.u ... 


••>: :.j*e ans'ivar 


*.f .‘i.-xarpta MoJica Foundation 
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A 


said. l‘his is not what i said. This is what I road. 

Q But what you read says that, doesn't it? 

• * 

Yos. Cut you suggested that they had a right to •• 

* 

register the stock if they didn’t ask for repurchase. 

Now, the 10K which is ‘inhibit 13 is stated by 3i Company v 
that r.h^y lest their right to repurchase during the year 

fc « 

ended June 30, 1972. i' 

Q What-has that to do with tea in China? 

A As far as the other part, the registration, apparently •• 
inere is no rag;;t evsr* to register because this was never 
oven don* by 3i recording to ih u>'.rwor of dxcerpta Medic a. i 
And raj-•..hermoro. I don’t oaliarc upon information and b 


be! 

let . 

i> 

'• • • T.* 

• ^ .-u'A.',. l 

■pea 

Mt df( 

:.-i V 

oi.r-.d, 

a 1; 

:\K. u: 

; « 

to fore 

; 3 i 

C o.r.v 

• v- .* a y 
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Y o 11 

r i*> 

,,oi: 


1i- a; 

A 

iJ. 

• 

• * 

X am re¬ 

j, 

• • 

Yea ■ 

• t. c 

e;?- 

and 

• ri • 

f 

telling 

y o a 

a 1 !: a t 

We t 

it ■ 




ita 

have 

fOtv 

".u.'-t 

to ti 




*“ point where you have 

indicated that oi.-ler the rgrosM«.ifc Kxccrpta Medic a had 
cei fci-cowt:«agencies which t i.r/ could exercise. You 
;i •.--i- .v ? rinu upo. 

■ ;:i. «• t!iv„ the '• grt.oiyoir ; vtv: be rued with also 

A 

./uc. con.-.t ijc the real intent of the parties. 

■' haut’t u agree a fow minutes ago that there 
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were various contingencies under the agreement? 

A i agreed to this extent, that the agreement provided 
for certain things which I also said. 

Q Certain contingencies. Didn't you agree 


to that.? 

A That was your word, contingencies. 

Q Didn’t you accept it? 

A i accepted this, ihat according to tho agreement 
Ox Sep*, owner -t£, iihjj there v:eio certain agreements between 
the parties -- 

P I /ant you to toll mt directly and categori¬ 

cally •’.'.ether you will or will not accept tho word contin- 
ge<*c.ie.~. that i used. heron’t there contingencies in the 
agio orient, number one, t.^oy rev Id Ceil! upon, Hxcerpta 
iNedj.c;:. '■ 0Uj d end!. upon hi CcKjrvny to acquire the stock 
A .”o repurchase it, 

Q njccorpca Mcdica could call upon 3i Company 

1.0 rc;;i:/. or tne stoc.c, Hj:c• arptc Modlea coi;i.i hold the 
stoct doing r.»v of t.: j two? Isn’t that a fair 

re riding o.c that tgr-t ^.iicut which yjj read? 

the- w,c.rc tv.*, sob-jxt to uy testimony as to the 
re.r: 1 . h r. .art oc t .) 5 ? / riU vgveo. As far cs the 

third rt, 7 not agree. 

iwere ail ccntinpencies which were 
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within -- answer ray wuestion. 

A Ihe first two voro contingencies, using your word, 
subject to my testimony as tu the real intent of the 
parties under this agreement. 

Q T3io real intent of the parties under this 


agreement you are talcing with hindsight from certain things 




chuc you read later on in the reports that were filed 


* V 

+> ■; 


later on; isn’t that correct? 

^ * J0, Starting rignt after the agreement, in other 

words beginning with thv lOiC of 1972 going back through 
7i, into '/0, into -CS and rsaling carefully what was 
actual I) occurring. Cocsid erin;/ the contracts that you 
refer tu plus the id's of 19f>< f 1970, 197.1, j.972, con¬ 
sidering the statements made in the annual report of 1970 
anci co.itn.dorin.j nine the Brownstein report of Kay 17, 1971 

d &p vertically \:l c.t in any of these reports 

are yen referring- to? 

a , a nnvo -ost;..;iou -- you want know what it is? 

Q Vcr. 
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had decided on accounting treatment for the data bank 

Kfc 

licenses agreement. 

Q Whoro did you get: that from ? 

A I indicated to you 196!) 10K. 

Q That you saw at the SEC? 

A Yes. 


(Discussion off the record.) 

A • It is, X believe, the annual report of 1969 to the 
SjsC, under one, principles of consolidation and accounting 
matters, "^l,000,000., consisting of 40,056 shares of its 
Class A common stock and ot.hsr cons ."derations" and in this 
■particular paragraph, the last santoncc, "The Company has 
not yet deterainsii the appropriate recounting policy for 
oayments in connection with this agvoea 3 nt.. 

i. hj.c document which you have just handed 
i..c, co‘itin.,; riosrt aanibit 11, is rro?n the 1CK which was 
filed t’jf the year i.-)cS? 

A I say 1 baliMV© so because it is actually a page that 
hus ro ascription of it. Bv.t X know that this is the 
photostating of ths Vashiugtoa SbC office. 

Q Okay. 

J \t ivfirs ;o the y..:-. i<j. ; j. n several places 

• •••l J. « • 


ft# 

E|9»" 

n-t. 




ivy 

J«v» 


.Vi(. ilU.Muiv: mark it. 


r- 


/- .a it 
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(Document above t.escribed was marked as 
Defendants ’ Exhibit 19 for identification, 
this da to.) 

A Wow, as I indicated that vas 1969'. In 19 - - sometime 
thereafter, there was, as I indicated, questions as to 
real intent oil the parties between 3i and -- 

^ When you say sometime thereafter, just sc 

that tne record can be clear and v/a understand each other, 
give me a point of time. 

A Souotiae after September 19, 1969, when, for example, 

tne .>y.5o,00C additional lieLilit}* to ?2’cd Von Eugen was 
® ver U P us a Arabia it;/ on the records of 3 i. Basically 
w.i.i i. you hai nor::, v.p to this 20x11c, aiul continuing through 
■•ij-L ch.rcr u;»o of the term of >1,000,000 without a complete 
oescriptxon of tat ejiti.ro cronsaction involving this Fred 
VoR Eu E© n as su tbs Excerpta Medico Foundation, the ' 
notes to tno unnuui. report of i£70 which 2 testified to 
whicI * was pr.-.-parod if tar. I believe, after the amended * 
latter «5've<ga«at be after* Vcu liugan and 3i Company. The * 
entire, transaction goi.of; tn.rough 1972 which I stated, 

•• ' A ’ e#:i * :roin if, plus thr- fact tht.t the entire 

-o. i. .. j. t u u’J/JM -- red i siy cost, the cost, is the 

**'■’* "" •' ( ‘® K v - T *’ in. c rtifred by Main Lafrentz 

vuu. 'Juotrtions ; :£ i 1,000,060 was written 
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off during tho fiscal year *72 as a complete loss. 

This vrholo transaction, nix the descriptions of it, was 
flagrant -- 

Q '.\'e will, get to that later; Is that all 

you have to say? 

A I am just touching 0:1 the highlights. There is a 
lot more. 

Q f want you to give it completely. You said 

you were going to summarize. So summarise, and summarize 
it completely>and that will he the oncl of it. 

A * ne summarization in effect is as follows: The 
defendant Bxccvpca Mediae never reezived ary money under 
tho terms cf this aforesaid a.graoaont with defendant 3i 
Company. Paragraph 155 of vho complaint. 

eorei.dant Excerpt*. Med :.ca never required defendant 
3i Company to repurchase the 40,51,(1 shares, Paragraph 136, 
and in this roguru the intent cf the parties must be read 

Uy Vha ' : Was * n u: - : •* IW2 by b.i Company, that 

tne $200,000 that supposedly vu> to be paid to Von Eugen 
which is part of the $1,000,000 ’-nizh was the figure that 

5< " ° v i " Co; '‘;-“-7 in involved the $150,000 

Cf ' ' -i'Cu rayiaen.: V; n .:•>» an I :r:i.y 7500 shares of the 
Co. 'p.CO..U..CM -rccc; /. v»i:v.'i ;r-pcsedly was originally 
. i.ue ..o h;.j.. on the hnlaizc wnich become 30,000 


tf4f%iarY* 
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shares, which finally resulted in 7500 shares paid to 


him. 


As I indicated before the data ban!; license was 
written oi:f as complete less in fiscal *72. That in 
essence the total- cost to 3i Company of this data bank 
• license i:as 7500 shares of Class A common stock issued 
to Von Eugen plus $150,000 payment to him. 

Q do you knew whether the 46,666 shares were • 

ever issued to Ey.cosrptu Madi.ru? 

''“ yA /ouis«*y issu-j, a say this, that were they 
issuo-.,? Well, apparently tut- balance sheet and statements. 

i ,;d "f.lai>c.'3 sheet of Zi Company indicates 
chat ..... .,h 't-e iSxlected therein. Whether they 

f ic tiir:AV -v* #i* i <•**.’■ * f .•«•*,* ..? p , 

- vt.c Un c. . Company or its transfer 

agent a,: tn/bedy r...presenting 31 Company actually physically 
«loUr*w<I ** Lxc ^*~ I Wc no if oa at this 

partic-’inr point, but I hope to, as part of my discovery. 


rind xu. 


e vc*y xii.po', t-:;■■■£ point and this will be treated 

*“ U;s,; ' : !>f V,lmc wts *he 30,006 shares given to 

fc — ;• •/-•..CM wtv .• wxcaciivoa . v c ow *. other way trans- 


r err- = . 


'P ; • 75J<j Si • '■ vi Off" IT •. . • ». , 

3 v ■' .'*• -^ious testified. 


P-rrcgv: oh i.il. 


f y.w-r coirpiai nt you 


J -‘' “ 1 “" e - ' .te..a ■>/ < s£o..tiant Excarpta Medica" 
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/ • 

So 'chat you have conceded by your allegation!; right at 
the outset that they were hold by them, haven*t you? 

A ho, that is why I was. very careful to put my quotation 
marks. 

Q What? Around "shares"? 

A That is right. 

Q And that would indicate that you have a 

doubt? 

A iuat rs right. And i am glad you brought it up 
because nev you understand exactly vhat I meant by that 
paragraph. 

Q I don't unoerscard at all. I am not a mind 

readyi. . iloi/ovor, going or witi 121; ''Those 'shares’ 
held i.y defendant Excerpta Medicu vez’e never repurchased 
oy do.:a;>ua:it 3 I Co. ard in tat Report fer fiscal 1972 
by deterdait a .<. Co. filed with the Securities and Exchange p 
Co;ao;l.»;;ion those 'shares •’ wore characterized as 'stock 
rigi; : ;:3, previous.*.)- grafted to cevt.v.n stockholders to 
require ch> Coiq:er.y(3 1 Co.) cu repurchase 46,666 shares 

oi it5 Ci«s.{ A cozxton stock Cwaich) nave terminated during 
the y.j-f c *ded. Jwne 30, 19'//.*." 

did ><»u cciti'j acrc..s anything j.n your invest!- 

j. t-j. .... ti- • i.i.c ./.gu , to re., vrehase the 46,666 shares 
terminated dvr in g tic- ;.var 3 C 7:2 V 
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P^lton 


Why? 


U 

23 ' 


Defcadrmaj' Ethicic J3 ? y PU a,can the part 


Yus 

0 


Al? righi 


A -- would iidicata that th-> why that, you ask for is 
what I said ori S l*aiy was the real intent of the partial 


13 

wnen fury eutcree 

the i 

**rst rj/voenient. 



•3 You 

aid 

■■hrt a doxe.i? ;irocs. 

- 

1 

23 | 

A Viu ftra 

•<g rr.e 

why. r am •:ollin* 

you that. 

21 j 

' Q I «>: 

• 

aski 

’“J? you whether you 

came across 

2h i 

anything in the ii 

j e us 

to the j\;wiSOJi, 



Q iiiti you come across anything, in your ■?, ? 

investigation as to vhy the right to repurchase terminated? 

Was it because of chc provisions of the agreement? Was it 

iW.v 

because there was a default in the agreement? Was it p^* 

• $;•{ 

because of anything? 

7 A „ # 

A 

l.-c only J'ing i can say to you at this time, without 

having « chance to really discover or interrogate since I if' 

. „ - . Iw., 

am L e £irst v;itress > I* reading from the 10k' which is : *. 

marked as Doicn^tnts' Exhibit 13, for purposes of identi- 
fication -- Y'w 




f ' *- CA/f:s '* 1v ' St4»t?i,:e*it v»:l;h is there, 18. The 
reason., a;, f ray, has not hoc. soon by me so far ns - 

“ far "» “ y i'-vestigation is concerned, and the reason, I 


/*c 

;V. 
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2 might add, is a very important point to me which I am ^ , ' , I 

i *<•' 

i 

3 attempting to discover. And what I might .say in this 

4 regard is this. In view of the fact that the right was to If-' 

k a 

iepurchase in 10k of 1972 at the time when the stock had £•. 

fe *. 

5 H certain value is even more important in the light of 

. . k’ 

what has occurred c.11 the way through right to now, in |-£ 

8 : view of the price of the stock or the value of this stock & 

~ at this particular point. J* 

* •? 

j (V- 

^ j Idol ‘ i. folxow than. Vfhat are you trying iJ-V 


lo say' 


A If really the real intent of these parties was, as 

uis agreement of fiepteml ov 15, ,909 was set up, and as g 

war. permitted by the t'i,m of Wain hrfront* f, Co. in allowing 

this car to read vho way it was, and if in • t* 

tf- 

Occo.K.-r of '73 the hxcomtu MoJica JVmdation really had 

cho rii * ,iu a?1 ° t,ls ±»te,vcicn to require or request the & 

. r'., 

. ep.irc n..s , ( .ton • r. har-. the sac ci; quotation prices in % 

iv. 

front o'. >ne. *..■ 


it is cert ’.inly a difficult question and something 
c’lit it ...* a. certain .;r.«>ur;t cf interrogation 

•'h, , x, :/vjre «*.<* really any intent rather than just 


merely - con''* rv •>"* . <' r - ••n i . • , S** 

' ■"*. ** 0 '..-doA’-aress the balance sheet fi 

V * 


,oup._n. , ... v i;,. co tout t the. £ there was value 


».o i.j)i .-uar-.s, c retain value then as compared tc what it 


ST 





Felton 


is now. 


This is a very important consideration not only 
to iiiy^exi. as a plaintiff hero, a representative of a 
class, but also 1 am £U V 0 i t would be a question to be ■ 
asked of the people who are behind the iixeerpta Medica 

j' 

Foundation as well as the SEC 

* »* * 

Q In -*J*a/;raph liS of your complaint you 

allege that: "The Aggregate' consideration for the 

’purchase at cost* of the data dank license of $1,000,000.00 

v/us aetermined, by defendant 3 I Co. us *300,000.00 for 

fjexejida.it Von liuf oil t, *u r : c t t -» , 

fc tl, ’ CcC 3 1 1 '0- shares for defendant 

Excerpta He lira.' 

ioi-r do you roach that conclusion? 

A I *an: you •«. firut.lv i UCi , in ui nd i„ your question ' 

my o'-irticulsr answer ..ere ttoi there are quotations ' f 

<oi i tgate 1, and also "purchase at cost" in 

Pciragrupi .122; correct? 

^ I read it chat way. 


*'~ <J ^ ’ u 14 ' cc * the : uoCations' 


• you Ci;‘c», 1 didn't hear it. The $200,000 was the 


f / • ^ • i ^ •, . - , . ... , 

" ' .. L -->/- s er M Cm*,*. sa j Yen Bu c .«. 


/\na i.sii'v i,. y fact that -- 


bet TiK finish, please. 


r« : 
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Felton 


I will let ycu - 


A And apparently the company took 46,666 shares and 
proceeded to multiply it by $15 a share and that is how 
they arrived at this figure of §1,000,000 which they 
indicated as a purchase at cost. 

Q And included in that was, I take it, the 

$15,000 that was paid to Von Eugen? 

A ' §150,000. 

Q Ihe §150,300 and 30,000 shares at $5 which 

is another $150,000? 

•• • * 

A do. in referring to the original agreements there 
v.usn'*. talk of 30,000 shares. There was talk of $300,000 


dut. that original agreement was changed, 


wasa't it? 


A it. you note this was fcemictoe by you. Paragraph 123 

“ fra not asking you whether it was admitted 
or wasa * t admitted. 

Afte*. *.hct there was r.r amendment for the $150,000 

“ Upi> -— U y 0VU1 & co Eugen, giving him instead 30,000 
something, stock or stock rights. ,. 

Bick to your term, he had the same sort of 
a right, dii he not, tc pur. the stock to the company at 
$5 a • —-o a certain date or to have them registered? 

* to vce ** % y 500 shares in exchange for this very 
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•v.:. $ 

' ■ • • rtf 

• [if 

• . '. If-:' 


involved- 


•t . . ^JY' 

important right which apparently do got in 1972. Y Y 

• / ; 

Q But at the tins of the balance s.heet the , v-.Y J ; jL 

■ ’ ■* 

agreement to accept 7500 shares wasn't even in existence; * jrtt 

• ■ ' •. ■" r v 

isn't that correct? , ' ’ 

|j A But tlie real intent of the parties was always ./ 4 % & 

* 5 U • 

involved- . . < ,1V 

. • fv 

„ '■ - Y; fcj 

Q That is jour interpretation as to the real ' - 

■ >-•,* 

; v j.« 

intent of the parties. Ana you are basing that upon what? &/ 

• - •’ '' ‘ ‘ t ' ! 

We .will get back to that. * 

A Just a second. I want to answer your question «' < 

. t ■ - 'j,*. 

Repeat the question. ' Vvy 

• • * t k ' +' 

' . ji'-.’; 

i®. FELTON: Read the question. i* 


(The question was read.) ... k' 

• i *': Sr 

a T • vVWV 

A Basing that upon the fact that Paragraph 124 of the • %' Y 
amended complaint reads; 5: Upon the signing of the afore-Yrfe 

• -r a. 

■ ■» *}• 

sa.LcJ letter agreement with defer, dant Von Eugen, defendant ’■' 1 *i~ t 

, - * *' a • 

3i Co. ne/er reflected on it3 balance sheet as a current • $'/ 

< '<S‘ 

liability thereunder of £150,000." • si ’ •* " 

Awd your answer on behalf of defendant min Lafrents .4 


if j liability thereunder of £ 150 , 000 . 


y 

* > *. iv 


& Co., Paragraph 1~: "Deny the allegations contained in -■'* jfj# 

V'jY 

paragraph marked 124 except admit that the balance sheet ’ ^ 

YE 

did act reflect the current liability of $ 190 , 000 ..." 

El 

Q That is it? • .K* 

■ s ' h 

* ... 1 1 .... . . &-**. 


A No. ...but allege it yi as not appropriate to record 
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che balance of 51150,000 as a current liability since 


such liability was satisfied by the agreement dated June ^ 

' * ’« g'^* 

IS, 197C for issuance of 30,000 shares of Class A stock 


- : • .* V £ 

as disclosed in the Mots 1 to the consolidated financial 

fc. 

statement." * • |\« 

• ' " . • pf r 

but consider this, sir, that the agreement was in . ' jv •’ 


■ *,v'y ■» 

September 19, 1969 and your answer refers to June 15 1970 • 


che amended letter agreement. Mow, v/e are talking in •’ 


terms or approximately nine months thereafter and during 


Jie nine montk£ the company never ever set up a liability ’ , ^ ; f 


U 12 ; for j150, 000 which was owing. 


And by the way, 1 believe that the $150,000 was 


owing a while before June .5, *70. This is my memory. 


but the point I am driving at is that the real intent of 


the par exes must La * emoinbored in the light of the fact 


•. K7 • 

that there was $150,000 liability that should have been ’ hf 


sot up on the books of the company if the real intent of 


the parties in September 19, I5G9 was to pay the other 


* k \i; 
s > 


$150,000 


■. k 


Vcu are speculating 


‘ tr r 

f am not speculating at all. If there is a liability • 


jj ° Wlng tIv5Vi s - ,AUl ° h * y * « liability stated. So to j 

.lieroly .'C'/ tlljr 3 1-0 *■*- ••• .... . n -• I .. .. . •* 


j! *° roly -' a;r thjTe ViS i;0 rbas ™ *> set up a liability because M 
an agreement was nine months inter entered into for . -if 

* ' ilY 

. r- 







Felton 


ou,uuu .,na*es indicates the entire intent of the partie 
was not what was agreed cn on September 19, 1969 or for 
that matter in June ox 1970 in the linht of the"fact th, 


ou,uau snares m quotations was stock rights which 
really represented 7500 shares given to Mr. Von Eugen. 

Q • You have ta.Iked about setting up on the 
books ai.d you have read me 124 of the complaint which 
says: "Upon the signing of the aforesaid letter agreement 
with defendant Von Eugen, defendant 3 I Co. never reflected 
on its balance sheet as a current liability thereunder 
of $150,000." 


ng to confuse this record xyhen 
:) of the* complaint about balance 


d n ow¬ 


ing m Vue 


of the company?. 


ana your answer 13 


oc up or a balance sheet? 


>1 Company 


balance sh 


imagine 


something 


opposed f 
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* i. 


A It is not a question of wind re ad or, sir. In the . 

* * ‘» • *•' y**' 


* H . I'.'*' 

SEC files there are quarterly reports and there are seini- i ^ 

• ■ ” • • ' 

■ • • v - wf 

annual reports as well. So when J. was referring to balance JY; 

sheet, I was referring to the assets and liabilities as ' *'. 

■ > v ■ 

opposed to profit and losses and balance sheet — - 


* !> 


e? 


,: r 


i - 

I''-'. 

a 


V' . 


if'. 

V 

Wi 




Q Tou with your training as a certified public |- 

accountant know the difference between a balance sheet 
and books. Isn't that correct? 

A The balance sheet is determined from the books. 

Q bo you know the difference -- 

■A ■ ) he balance sneer is determined from the books 

obviously. A balance sheet is in some summary form of the 
books. • 

is thcr3 a difference, tell me yes or no, 
is a difference betweer the books of a company and ' 

the balance she of a ccinea;o.y? 

1 k ; consider the bulsc.no sheet of’ a company as a 
summary of the qjoIcs of the company. 

AjI ..'Xgiu. You refuse to ansv/er my question. 

^ 1 &m answering your question. You asked me what I 

consider it. I am rot refusing at all. 

i W-n'r waste cii-.o wier you on this. You 
Cit ~ 1 f ' C{ " &ill C be •:.:iswer m> question. You are jumping and 
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K: 

A Let the record speak for itself in this regard. • %\ 

- ■' . *.vr 

Q It sure does. 

me Von Iiugen agreement you read when you examined 
the SQC files, right, of September 19, 1969? 

• r:'r 

ihe agreement, I think, was in the form of a letter ' 
of some kind. , • 


A • Yes, 


Lx hi tit .11' 


tjj» i 

Uight. And you saw it and made a copy of it? ►if.' 

Htti 

; </. 

' .*». ■ j£- 

And this is the ccpy which I have taken from^ 


- ! C 


::0 ! 


Vos. 


(discussion off the record.) •• 

• * {V 

mH. FHLTOii: rtecd the record. ' • • 

v 

, Hi 

(Tiii record was read.)* • ■. 


i'ik. HUN.IN: Mark it. < 

(!Jo-Ui’.icnt above described was marked as 

’*• ’* * 

L..r.ctda.ic:; r ljxhibst 20 for identification, ’ u"* 

this dace.) ., y!' 

uii, dine a t<ncf recess was taken) - ^ 

lVOW * ’hew you two sheets which were also 


taken from Exhibit 11, a letter agreement between 3i Company 
and Von La<;ca dat ed Sepcomber id, 1970 and L ask you to ’ E? 
identify that. You nave road that at the time prior to l. E 
the tii.ii:. you drew your complaint? 

. .. - f 
















would have a right to make a decision on as to whether ' 
he wanted them or didn’t want them; isn't, that correct? 

Now, you hove the agreement before you. 

A In using the term "contingency" these are the rights 

• t 

according to the letter of June 15, 1970 that Mr. Von 

Eugcn was provided for as far as this particular agreement 
goes. 

Q But they were contigencies which he had the y 

*ighc to make decisions on alone, weren't they? 

A right,wii.it? 


A 



0 


do 

had the ri 

A 

A 

-one? Is 

that what 


Q 


Yes 

• 

A 

T 

Ms 

agree 

went ran b' 

if 

they 

ar 

• : refe 

rring to r, 

bal 

uj.y 

her 

o, he 

hud the ri; 

the 

she 

VOS 

under 

* that is \ 

of 

$150 

>00 

A, rnich is rfrat 

31, 

undi 

er. 

total 

sole cost 

and 

use 

tii 

iir he 

at eirorts 


CC/uVj 

it • 

mder 

. u Sotuvii 

j0 , 

Cl00 . 

uia 

'CS . 
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.‘Jo 

esc wore 

SOl' 

e discr 

ition 

ce exercise 


that correct? 


inn' t 
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A According to the agreement o£ June 15, 1970, yes. 

Q Okay. ! . . 

A But I might add that there was an interval of time 
between the agreement of June 15, 1370 and the original 
agreement of September IS, 1C69 wherein he was to be 
given the' $150,000 by April 27, '70. 

MR. KUNl.N: All right. I move to strike 
chat as not responsive to the question. That is 
the j.asr. part that you just volunteered. : . ■ 

Q How, I take it that you know the difference 

between a current liability and a non-current liability? 

A Noc really. I know it but I don't know specifically 
where you draw the line. I know current liability and I 
know a non-current liability, but at the same time IV. 
truthfully do not have the expertise at this time to tell 
you specifically the distinction, how many days or weeks 

(■ 

or months would unite the difference. 

Give kc your best knowledge of what is a 
current ...ianility and wnat is i non-current liability and 
what troubles you so that you c.n’t make the distinction? > 
A i car, make the distinctioi . ’iho distinction is one, 
somethin;: that is :vn„ z very currently and another is 
somethin'; that doesn't Wo to he paid currently, -hut 
that is a layman’s description <f it and I honestly can’t 







- * - ’ - •. 


* • — 4 • u.- ..i 

• * ■•••,! * 
. V • ; • * i • M 

• •• • y *. 


Felton 


• - • *.* * - 3 

* r ?■ 

’• M 

463 , (, 


go into detail more than that. I couldn't say, for- '> 

example, if a liability of 130 days is to be treated • [?• 

differently than a liability of 240 days. 1 don't have ’ * 

this at my grasp. But in answer to youT question I know, 4 3 

r & 

obviously, the distinction between the two. For example, V * 

* 9 * 

accounts payable i an sure is a current liability. .Notes ff : 

t •' * ■ yC 

payable, I am not sure. A mortgage is a non-current ' ‘ ‘I: 

.' * . fj. 

liability. I an just giving you a few examples in answer 
to your question. •. ; 

Buc 1 j ,ls ' c 5a y 'this. it seems to ne that the - 

a*/ 

.niO.tO'i that was owing to Hr, Voa Sugou, under tho original 
agreement of September 19, ms, we* a liability or should 
have been a liability it that was to real intent of the ‘'' 
parties in that agreement. •. 

‘‘ uuu near, mder the letter of September 19, 

13o9> Erhibic ^'-Te it was provided chat the remaining' 
aso,',CG was to Lc due and pryabie to yon 18C days after ■' 
clo3i.u<{ dace? ' * l ?\\ 

4 ^ 

V Yas * " Y£ >w‘ i rasing Mr. Von ligcn. 

Q Vos, that is right. . 

• * .. * ( »* • * 

‘ 1 •> ms that was a ii*M !•?*« •' / 








A i said a liability. Whether it was current or non 
current, if it was really meant to be paid,, it was a 
liability of the company. v' 


i But you, in Paragraph 124 of your complaint ,.- r 

said: "Upon the signing of the aforesaid letter agreement V 

1 , . • 

With defendant Von Eugen, defendant 3 I Co. never reflected 

on its balance sheet as a current liability thereunder •; 
of $150,000.“ • -• 


that you wore talking abou 
heat which Main Lafrohtz . 


certified with t 


certification which covered 


ight? 


ice sheet were you referring to? 


•ting abort the inter2/a 2 hula 


the C02au 


now 


I used the 


ayman not as 


n accountant, number 


igning the letter 


wasn’t talking about 
a annual report at the 


1 meant 


aid ns a layman 


mug to ay abilit 


in accountant at this 
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particular point in drafting this complaint, what I Meant 1 

* .• ►*? 

v/as, and 1 say now is that upon signing the aforesaid „ 
lev-cex avxeeinant, referring to :ho agreement of September ** uj* 
i9, 1969 which you have marked is Exhibit 20 for identif i-V fefi 


-..,. { nr 

c.a cion, that at this time 3i never reflected on its balance /fe 


sheet. L am not talking about a balance sheet, a certified 
balance sheet at the end of the year, I an talking about ' 
a balance sheet, a running account of its assets and ' , If? 


liabilities which should he port of the records of any . jv- 


r; 


business and my statement was at that time they never 
iCt up a current liability of $ ISO,010. 

Q 

what boo:-, a company 


■ • !■ f 


V»,< t J 

Mow, will you educate a, as to where a company,,.|'y 
company weald keep j balance sheet in other ' ' g:| 


. w #. 

* ~n.ee..> ooiance zht-ot ar semi-annual balance • . ’ •! #7 


thaet which is made up unaudited but what book, wherein i Sf 

* 4 ,r /» 


' Kr 

iVi ,? 


tJ L b °°‘^ kV0UUl Kucrft bo a oala - ,co A running balance K* 

rjy 


-uaiaiiwc L%V 

3nCUt? Y0U St ’ Mt5 * cd * 1 didn?t * You studied and became a vg| 
C * ? * A * : •’ 

. ’ . > v 

A Twenty-five years ago, siv. ' / . 

y •j^.v 

0 Ajl ? kht. But: ; oidu’c study. Mine is from ' fig! 

v ni> “ 7 •-S& 


experience. You te'.X 

A 


Cl 


»i y- •-per a', nee tug it by ©even superior to mine at k| 

i..«; I 


this : ;• nst say this to you. Whet I meant a running, I 

ealancc shoot - QNLY COPY AVAILABLE ' * 
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Felton 


You didn't use the term "running balance 


sheet." 


I didn't use it? Who used it? 


You used it but you didn't* use it in* 124. • J . : * 

'a . i 


A la my answer, when 1 used the term "running balance i 

* . • . 

sheet" it seems to u.o that cn the books of the 3i Company, * f 

I 

or for that matter any organization, business organization \ 


that Keeps records* there must be ledger sheets, for * 


. * l 


example -- and I am looking now at the consolidated balance \ 

* i * £ 

sheet for tim year 1970, just picked it up, which is /’ \ 


* ... .*> J 

Exhibit 13 for identification, cash. There must be some-'/* ! 

v: v 


wliere a ledger sheet on the books of the 3i Company, cash. v jj 


For example, in the year 


r p 

nil right. You don't have to go into it. ^ 


I want to explain vrfu.t I tcld you. 




iou don't have to elaborate. You are not 


talking about a ua.lance sheet. You arc talking about a 


ledger sheet, aren't you? 


A ledger sheet. 


Okyv. 


K ' 6K * the sheet would be at any parti- >- S 

I" 

zular day of the year uvailcblo to bs set: up as a balance ’ I 

> '*' 2 1 * Ia,: ' s v; ‘ at 1 “"*»»* l ”7 o. running balance sheet. -j | 

( ■ 

Q You didn't use tho term "running" in your . . 
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coinplaint. • t* 

?■' •. >* h 

A ti o, l didn't. 3ut I think it was understood in . "**' 

the answer to the complaint in view of the fact of the '}■ 
answer to the paragraph which I previously read ' 

Q The answer was referring to the balance sheet •/ 
anu the balance sheet was at the end of the year. I ask • 1 

i. * • *• ‘ J 

you this question: When the agreement of June IS, 1970, • -V 
wnxch is iixhibit 21-was executed, whatever the indebtedness R 
was to have been to Von Sugen for the payment of $150,000 « *' 
no longer existed and there was a substitution of an 
obligation to deliver stock to him; isn't that correct? V 

b’. 

MR. P2LT0«: Repeat the question, please. 

* * ** ■ fc 

(The question was xer.rl.j • 

A Hot completely correct because the agreement is * •.’P| 

very eqax/ocal xn this sense, ihat it refers to December 1, ^ 

1970 «* io whCT « *)wa issL .0 the certificates to Mr. IMi 
»on Bygen. So firstly, we question why, if June IS, '70 ,■ jp 

was tite lector sgreoiiert, were the cortificatos to be '■ 
issue.) to be on Oecoaber i, 1350, which was well after the >.-«( 
June 30, 1070 data of the firetl year. , 1: j|| 

**• ™NBN: I’iosse read the answer. 8 e 

. y® 

('-‘iss answer was rc^vl.) gjjgi 

lh? -'" ,i3ciliwit 21 ° l ^u;ic 15, 1970 was signed IN* 


* Aim 

■ I 

•J 


• K?. 

• a 

. k-fV 


by beth parties, wes i _ not? 
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(Discussion off the record.) 


r V.'X 

• • . fi ftf 

ft k • ^ 

; 'te 


MR. FELTON: What is the question, please? 


it . 


(The question was read.) 


I have no way of knowing the date this was signed. 


rfc 
: •• K3fC 

," 1-p 


I see a letter here dated June IS, 1970. 


At this point I would like to call your attention 


Y F' Y 

• - E$ U; 


T* ?! 


to this letter, dated October 23, 1970, from 3i Company 


to Miss Agues C. Creedon, Branch Chief, Office of Filing 


■ m 

, jr‘;V 


and Reports of Securities and Exchange Commission, 


'\ fff 


* 

• I Uh\ 

i >ii; 


Washington, D.Q., letter dated October 23, 1970 and received ' sB> 

> T 

by the SEC, a stamp here. October 2b: .. fjjt’i i 

"Dear Miss Creedon: Tito fiscal year of the 3i Company/ 


, ’ ’ * if ji \ 

Information Interscience Incorporated ended on June 30 . H2# 

' ' E& 


and its Annual Report on Form 3CK is due for filing on ' VW&* 

. * •' " ;s&. 


days 


tt _ _ 91 


' y ; Bp. . 

October 27. An extension of forty-five days..." -- that •’ 

: 

zs crossed out sue in pen or p< itcil is written above "30 •. 

d^ys -- "...until December 11..." -- and that is crossed 
out or something like that end above that is written •’ 

"Nov. 27th." iij'.l 

m* 

Q That is all done by the SEC? . .. ■ : 

bo:;. "...;,s respectful 1 y requested. Notwithstanding 


out or something like that end above that is written 


'Nov. 27th." 


bY::;. .j.s respectfully requested. Notwithstanding trfe’ 

the granting of the extension, wc will file the report If? 


earlier whan available. 


/ HE 

_ .Y.WW 

j xs request for extens ion is necessitated by two 


2 } 
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Fii^c, our independent public accountants. Main '* ’■ 

U£r0 " tS 5 Co " li,any haV£ •>«•» ^ablc to complete their 
examination of the Company's financial statements due 

to their heavy unload and other staff personnel problems.*£ 
Second, the Company is in final na f: otiation of certain ■ • 

transactions which are likely to affect the information V 
to be contained ;.n Forr.i 19 a." 

f 

• By the way, there is underlining under "certain 
transactions" with a tiuc-stion mark on the border. • • 

. I* 

"It woulfl seem inappropriate for us to file Form 
1UK until those transactions avs completed so that these '.V ' 
transactions can be fully disclosed in this filing. 

’** * U1 a «’ r,iCia “ yetr prompt acknowledgement of ' ' • 

this extension. Sinccivslv " o-j ^ 

signed -- and underneath ’ 

it G.L. iircusiy, .'/resident. ’ 

huio X.. .r.e penciled .location, on the photostat,' 
on cht k.opy £rci< cue SliC file, Washington, D.C. "By | 

tolepnone today Henry Ciaxlc • Exec. V .P. agrees to t \ 

am.nd j.qm.'st to a 39 d.iy exMn.;ion. Amended request is 'J 
granted Thou there is sen*thin* mere. "11/5/70 (Over).M j 

t C °" 1 *’ ,y TS n ° to1 ' a:j * r S agreement with licensor* 

iiuropa w iidi has tee:; •inaLl'- c.- » • «. , , . ■ .* 

- - ** At 1 coles like -- 

VJ "■ or *«**M»a like that, the word $V 

iS ii’S'iIhl • tr v.t- • ’ ■ : 

~ ” " •.. j-. -xeve Jcrc^Tont ■iTfrrii ir-a/. • • , 

h involves adjustment C* 
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of payment and should be settled in a week.” 

Q Ail right. Nov; you said all that, v;hat has 

that to do with Von Eugen? • » ■ '* 

. *■ *» 

A I don't know when this agreement was signed. And 
by the way, before we go into that, would you consent to " 
have this narked as Exhibit 22? / 

Q Yes, sir. ' 

(Document above described was marked as 
Defendants' Exhibit 7.2 for identification, 

9 ./• f 

1 - ■ . 0> 

jphio da to.) v . ' ; 

JiR. FEI.TON: What did I say? ! 

(The answer was read.) 

A (Continuing) i don’t kno.; when tiio June 15/ 1970 
le^te, agreement -- when J. say June IS letter agreement, 
that is tjW; date o:i the top of the letter, when this was ' 

signed, yov see? it might very well have been signed in ).) 
October or November. 

Q You are .speculating. ■ s '. 

A Par den? - . .* ' 

Q You arc speculating. . 

A Ycv asked vw questions and 2 am saying this.' that :J . 
us far as I know, .*y investigation has turned up the letter 
that X read, vale? is Defendants’ Exhibit 22 for identixi- 

*’ i - • ^ 

cation as veil, and it must be read in connection with 


.. 1 









everything else that went before o 


transaction 


t say tnat in 


your complaint, 7ara^i 


Defendant 3 Oc 


never paid the balanc 


* wnat are you reading? • . v -’’ 

Q Paragraph 125: Defendant 31 could never 
pay the balance of $150,000 "due" to defendant Von Eugen 
on or about ftoril 7. 1Q70. 


■waittoil by Main Lafrentz 


you are not properly 
but the pleading speak 


aid then. Your ansv/er 


m tne paragraph 


resilient anted June 1 


o your answer 


balance wa 


neve 


bed with that one 


COrfi 


balance > i 


changed into 30,000 
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shares cf 5 I Co.'s coEiiiion stock Class A for defendant 

Von Eugen by a second letter agreement dated June IS, 1970..-" 

*• • 

TJiat is your n.llegation of the complaint after your * 
investigation; right? 

A That is an allegation based on the fact that there 

' n 

, • j 

was a second letter agreement dated June 15, '70. But as 

* • 

I say to you now that is as far as it goes. It was dated 

'»• 

June 15, 1970. J.z may very well have been signed in 
Sep tenth :,r, October or even prior to November 27, 1970 and 
this mS something which will be tho subject of part of my 
inquiry. • . 

4 

C 1 ou didn ' c question the fact;, after your 

investigation and all tiie ti.io you spent looking into • 
this iiiavtev, tnat there was this modification by this 

v 

.'.Cttcx* a groom ant, and you alleged it in your complaint, 

didn • t you? > 

•. ' ■ 

A Alleged what in my complaint? 

Q That that was the fact. 

A Via a t fact? 

'< liiat the balance due Von Eugen v;as changed 

into 30 000 shares of Si Company by a letter dated June 
15, 1970. ' 

A 1 saii ‘^atsd Juno 15, 1570. i didn't say 

when this was executed. I didn't have that at that time. ‘ 
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What do you wean you didn’t have it at that 


■ ##• 
. • i » 

- ■ I \< 

s* r 

r»* 


^■1 
»% v , 

&& 

i ■>. 

jr*f-1 


. •• & 

• I 


t> 

- '*• 

• • »• 
U,. 

I 

r '' 

I,'* I 
% 1 I 

■ '. • - 

* V. 
r 

fr ; i 


■r.& 
■■■ '■ < 

?4 


Q 

time? ’ • 

• * • 

A I didn't have it and I 3 ti.ll do not have the date 
that this ugrcoirent was executed. 

Q You had it in your file at ail times. Exhibit ^ J|- 

21 , didn’t you? 

A And that is exactly the way, not exactly but this 
is the oasis for 126, that by n second letter agreement 
dated June IS, 1970, the execution date will depend on 
a numoer u.c lectors and that will be information that is 
current j y in certain of the defendants' possession. 

As part of lay investigation i found in the SEC file 
a copy af this letter, agreement dated June IS, 1970. I 
pointed out to you, sir, that this particular June IS, 

1.970 agroe.nont strangely refers to December 1 , 1970 as 
the date w ioi. Si is to issue the certificates. And this 
must be re id in conjunction with Defendants' Exhibit 22 
tor .’.doutivacation wherein talk is mentioned, not talk 
but there is an oral note regarding a renegotiation of 
the agreement. So I have no way at this tiiro of knowing 
when this •groemort v,u>; execitoci. v know it was dated 
June IS, ’70. . 

( > '-ixiiig apples with pears because 

you cro referring me to a comment in the SEC files which 
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was apparently made by somebody in the SP.C which has no 
reference whatever and nothing to do with the Von Eugen 
agreement. 
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■'V 


Ej.cept the \ on Huger; agreement is dated Juno IS, '70.' $ 


h ■ 


•JO' 


i '' 


Q Why can't you concede a simple fact which is $ 

a#f. 

so obvious? 

A I wxll concede this. On Juno IS, that a letter dated 
June 15, 1970 provided for issuing of certificates December & 
1. li>70. This may very well be, and this is pure specu¬ 
lation. at the same time it is something considered specu- 


C* 




lation, even though the agreomunt was dated June IS, '70, ■ [*! 


ic is quite possitle it was executed sometime several 
months thereafter. 

^ *iave you •: ny evidence to that effect? 

uo * iha*. is way it hacn r t been alleged in the 


Vf 


: E 
' : ' S' 

" i 

• .V ■ 


complaint at this time. But I brought it to your attention £ 


as xt was brought to my attention in aiy investigation. 
And that explains why 1 draftee. 2 20 in the form it was, 
whid are the facts that 1 had befero me. 

s> 12 d c£ the complaint you have 

aliejeti that: "Thee* ‘shares* hold by Von Eugen were 

never repurchaseJ by defendant 3 I Co. and In the Report 
for fitv.nl 2972 :f defendant 3 .1 Co. filed with The 
Securities and Exchange Commission these 'shares' were 


■ *■ k 

i.. 
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? j • 
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VL' P 
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M 
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Iolcou 


I 


'V tf* 


M 10 

A 


i 

2, 


characterized as J^toekj&jUtsl wherein defendant 3 I Co. ‘ ff 
’has entered into an agreement with a stockholder to • jifj 
issue 7,500 shares of its Class A common stock in exchange || 
for cancellation of that stockholder's rights to require ... .|§ 
Con v an> (3 I Co..' to repurchase or register 30,000 |K 


shares •. 


'1 


»irst, where is the report that you are referring 
to? • . ' 

A rnl . 

lh * report ~ ™ ^fervius to is what is described 
“ n paragraph you ius t read. 

l wane the physical document that you used 


j 

3 1:3 !j t0 those alienations. 


ilie doCUa - Ga “ or tJ,is portion of the document? 

“ ne a PP--i cable portion of the document. 
HiU ’ 1 ***0* voa to Defendants' exhibit 18 , that 


■ - H 

■ ■' If 

-, V>. 
- ’K< 


is cue of the source:, for it. Va*n x S3 y for it> , mean ^ 


j the quotation which is a portion of 1 23. 
^ there c.ny tiling slue? 


s V »» 

i: x ; 
* . *1 
i 


f 

I ' r "C 

Pet iiic read v,-.n uoia •• •? j • * r.i?.» 

u ,CU wnn.. .si as - not 128, Defendants' |g, 
! hxnib?.'.: 13 as it applies te I'crawra.m iw .. ... , . i»"• I 

j gUOi01 n0t qU ° tS lut i; ' ! - i» *<•« it i* in befendants' 

jj xnj.l.„. 1. i 0i ficatiui ; The Company has entered H 

j “** *" a stockholder to issue 7,500 shares p 

! ° f US ;h " A CC " T '"°‘ stoc; ' i« change for cancellation •' V .' £ 

I *■ - ' 
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: W 

;■• ?$■ 

‘ * 0 ' 


• M Jr ’, 

ox that stockholder's rights to require the Company to ' 

. v fit' 1 


repurchase or register 50.UC0 shares.'? 


That is contained in the beginning of the first 


rl.W 


full paragraph on Defendants' Exhibit 18. 


' r 


?<? 

LV 


In your examination of the SEC files did you ' ^ 

•; - 

. __ ^ « w» .« 


come across a copy of the agreement? 


# * %'« 


A fio. 


And in your complaint in Paragraph 128 you 


put in quotations "These 'shares' were characterized as 


•V' 

lV ,-t 

... #;• 
4 £/’ 

r..« .• 


stock rights,'." Is there anything in that paragraph 


which characterizes them "stock rights"? 


A fes. Stockholder's rights. 


L." 

■ And you consider the term stockholder's rights {£$■? 
-o require tho company to repurchase as equivalent to tS' 


stock rights? 


A l hat is v/hy I used quotes. 


|v- 

J*V’* 

«• 

■ ; • % 

w.7 . * 


iAit you uidn’ t jiut stockholder's rights in 


your quotes. 


Wo. I salt' c.iaracter^.ied as. The quotes were not 


n.‘; 

* ft Ay 

•ft*/. 


quoces from that particular portion of the paragraph 


but tuat was quotes to indicate wnat I considered them j’jfc* 

, \r*.‘ 

to be ' haracterized as. * ' &*' 


Ii...’t ic a t act that all chat happened as 


we have been through before -:z f that in the letter of 
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June 15, 1970 there were certain options granted to 

! 

Mr. Von-fiugon in connection with the shares yhich were 

— i 

co be issued to itiu on December 1, 1970? 

MR * FiiL10N: Wil1 7 0U repeat the question, 


please? 


(The question was read.) 

MR. FIsLTOW: Repeat it again, please. 

(The question ms road.) ’ • 

A Nc. My answer cannot be given without qualifications. 
1£ you wish, 1 1 will give them to you. 

Q You haven't hesitated before. Why are you 

hesitating now? r 

A On .April 27, 1970 Mr.Von liugen’was entitled to 
Si SC, 000 in cash or a check, cash payment 1 should say, 
pursuant co the original agreement of September 19, 1969 . 
j dp co uus time, the 3i Compsny never reflected a liability 
i of 5ISO,000 owing to Mr. Von huger. 

I 

j ' 

Vou {?re speculating there. You don't know. 

j RX * h " ? IOU hrvo no fcvi “ence whether they did or didn't : - 

jj reflect , liability on the books, now, we are talking about, 

not on me calanco sheet. 

'■U'oc-ct to whosever teseiuony was before, I wiu 

i# * * y *' :S ' chK -»y :o continue rather than to 

I WlaL ytu ars sa ) rii| .T, speculation, md which I deny. 


■*. m 
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from my interpre ttion of the Main Lafrentz answer to 124 
and the fact that 3i never paid the balance of $150,000 
to Von Lugon on April. 2/, *70, continuing until a letter 
agreement dated June 15, 1070 which is almost two months 
thereafter, which in part provided for the issuance of' 
tnese certificates, approximately six months thereafter 

> 

and in :he light of the letter dated October 23, 1970 to 
Miss Crtedon of the SF:C, which is Defendants' Exhibit 22 
for identification, the real intent of the parties must 
be examined apv. especially in view of the 1972 I0K which 
I previously referred to, in particular that portion found 
on Dcrenctants Exhibit IS for identification must all be 
considered. 

Q Whicr* adds up. to the fact that you have not 

answered my question and you decline to answer it. 
i>% '“**•. • '■ aavs answer ; I the question in my way 

because I don't i.ncv; when that Juno 15, 1970 letter 
agreement was actually executec. There is no explanation 
in that agreement why Locoaosr i, 1970 was the date for *' 
the issuance of the cevtirzcatts unless perhaps it was 
Jve ract that the execution of this letter agreement dated 
' une J,j/C hrve been s case time as late as- October 

nr Jovu.-:bev of ’’.’o. 

» 

Q Ycu arc speculating. 







October'12, 1973 
1:30 p.m. 


ROBERT 


P E L T 0 N , having 


been previously duly sworn, .resumed and testified 
further as follows: 

EXAMINATION (.Continued) 


BY MR. KUNiSN: 


>u. paragraph la9 of year complaint you 


have alleged: 


stand? 


'O-’ho tctul consideration for the acquisition 
by defendant pi Co. of the aforesaid data bank 
license was $130,000 plus 7,300 shares." 

Is chat the allegation tnat you want to have 

9 . • . , 

1 

•'O, I would like to navo it stated a 3 follows: 

"The total consideration for the acquisition 1 , 
by defendant 31 Co. of the aforesaid data bank 
.in I~-ot V-. 30 , plus 7,300 shares 

* i 

cor.’n'or. efcoclc cinyu f, '■ , • 

Tnat is ci.e v:-iy you would like to have it said? 
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a 

A I am not speculating. You arc calling for me to ' 
answor a question based upon a document or .letter, rather, 
dated June 15, 1970, which was apparently filed with the 
1970 10K of 3i Company. Apparently, I s-ay, and if that 
is the case that was filed In November of ’70. So-now , : 
there 1- no way of my knowing at this time when the actual 
date of the execution of this letter agreement was held • 
and had and especially in view of the fact of what I 

consider the possibility that -- ■£. 

• ■ 1 . 

' J r ou JiC not answering ay question. You arc 

distorting my question. You are »isw.ring it in your 

4 

own way. 

A I answering it the Lest way I can. • 

• ■ *"■ • • 

Q r h£.vo no way of stopping you. If this 

IS tAtf * ay /0lJ pro<:ctd ' 1 2 Xi&i *-»ave to let you proceed. 

i 

But I am telling you that I feel I am not going to go 

uack oi. tnc record now after you made all these speeches V 

gat exectl; what my question vz.z but I knew you didn't 
answe? it. 

. i • 

MR. PELTOtf: I novo to strike those portions . 
which are colloquy. 

MR * W/WEW: ■ , ° u cau bovo to strike whatever 
you want. Put I that wa* 

. . • • . i 

MR * Fs]LY0W: Also 1 novo to strike that. ‘ 
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Pulton 


This i3 what I understand now what actually It 


coat 31 Co. for this data bank license. In view of the 


actions of all of the parties up to date and Inactions 


of the parties up to aate. 


We are talking in this comolaint, so far as 


my client Main Lafrentz is concerned, of a balance'Sheet 


which was qualifledly certified with a certification. 


I believe, of November 20, 3.970. 


The $150,000 that you are referring to -— 


How was it qualified? 


Whatever it says, the certificate is 


qualified, is it not? 


w 

Wou3.d you like to put into your question how It 


wa3 qualified? 


I don't ha/e to put it into my question. 


We know whatever it says, it says on the qualification, 


and wo have seen It., right? 1 don't have to go in and 


restate it at this particular po..nt 


thoug it there v/as s reason for your stating 


"qualified" 3tar.omaiit. 


Lt i • a qualified certificate. It i 3 a fact. 


How, J.o you tai.nd if X •>.;& on .„ifch my question? 


• e-yr 


Just a second. What do you mean by a qualification? ‘•.v$v 


iv. v 
• *■ ) 


■w. u jHEJJ : 


Heed it back to me 
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PaIton 
(Question read.) 

Q In paragraph 129 of your complaint is the 
amount of cash chat was paid to von Eugen, is that 
right? 

A Yes. 

Q The 7,500 shares that you are referring to 
in paragraph 129 of the complaint is the result of the 
agreement which wa3 made with von Eugen some time 
during the fiscal year which ended June 30 , 1972, Is 
that correct? 

A Yes. 

Q In that paragraph you have completely 
disregarded «he 30,000 shares which von Eugen was given 
vhe right to call upon the 3i Co. to repurchase at $5 
a aharj? 

A 1 don’t think that Is a question. 

•* I am as :li.g you. 

Vhac are you asking mi? 

Q X 3ey that in — 

X thought you made a statement. 

2 I asked you. 

'-hat did you ask ue? 

» Isn’t Cj.it a j. acc*? 
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MR. XUNEN: Repeat it for him. 

(Record read.) 

* . .• 

, * 

X have not disregarded it. I have given it a lot 



of regard. That is why I stated, as I did in paragraph 129, 


that the total consideration for the acquisition by 
defendant 3i of the aforesaid data bank was in effect 
$150,000 plus 7,500 shares. 

> # ' * 

Q It is the change you just made? 

A This i3 not a change. It is iny testimony as it 
stands now in answer to your comments on 129, and 
considering the facts that X have testified to previously 
as to all that went by, including the statements by 
defendant 3i, in its fiscal 197C X0X. 

CJ In what way have you. given consideration in 
this paragraph to 30,000 snares which was subject to 
the repurchase agreement at $5 per 3hare? 

A I have given re.rard to 129 as a summs.ry. 

Q Isn’t it a fact that — . ■ " 

A Just a seconc., please, air. As a summary of all 
the previous paragraphs relating to the agreement 
between these parties and the fact that the 1972 10K 
reflected <a portion of the real i itent of the parties, 
plus; also that Excorpsa Me die a Foundation as of 
July 25, 1973 has never filed suit. '■ 
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Q V/hy don't you stick to a question? 

A You are asking me a question. I would like to 
finish, please. 

Q Just a minute. 

A Has never filed suit despite the refusal by 31 — 

Q I have not reached Excerpta Medicaj I have 
talked to you about the von Eugen shares. 

A I said that the 7,50C shares A plus the $150,000, 
as stated in 12‘J, I consider to be based on the lnvestlga 
tion that I i \avo had, the total consideration for the 
acquisition of the aforesaid data bank license. 

t, 

Q Before you put that paper back, you have 
been referring to a paper. 1 take it it is an annual 
report for 1973 on the 31 Co., is that correct? Or a 
proxy statement? 

A 3'.t is a prospectus . 

Q May I have it? 

A Yes (handing). 

M » r nat j.3 this Insyte Corporation? 13 that 
connected wish t;»e ji Co.V 
A Yes. 

Q In uhat rs.spect? 

A If you will read it ; y.vu will see. 

net s save time. Just tell me. I don't want 
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to read it. Is it a change of name? What is it? 

A It i3 a change of name, among other things, I guess. 
I have not had a chance to spend too much time on it. 

MR. KUNEN: I want to mark it. It is 
entitled A Prospectus of the -Insyte Corporation. 

(Document, above referred to, was marked 
Defendants' Exhibit 23 for Identification, this 
’ date.) 

MP k . KUNEN: This is a prospectus dated '■/ 

July 25, 1973 by Insyte Corporation for 502,820 
shares of common stock par value a penny per share. 

<} Will you tell rvi how this Exhibit 23 came 
into your possession? 

A It was mailed to me. 

Q In your capacity as a stockholder of 3i Co.? 

A lea, I believe so. 

'<5 Getting btrck to uy Question with regard to 
paragraph 129 of the complaint, you are talking about 
the total consideration for the acquisition by 
dexerid-inc 3i Co. of the aforesaid data bank license, 
and you are tal.c-.ng as of . c jep temoev 19, Iy 69 , the date 
of acquisition, are you not? 

A Oh, no. 


of what are you talking? As of what date 
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are you talking? 


A - am talking as of* the date of the complaint. 

Not talking, but that is what wan the situation as of 
the date of the complaint. 

Q What is the complaint supposed to portray? 
Is it supposed to portray an acquisition cost as of the 
date of the acquisition? 


'•} All right. 

A j.hat complaint portrays what was done in this 
particular case. Previous statements, especially those 
-n l'j/u, as it really was the Intent of the parties, 
as seen through fiscal 1972. 

So ;hat you arc giving a situation in this 
complaint and in chic allegation as of 1972? 


d Then 1 don : t understand you. ^ 

A '. r e have a number of paragraphs here relating to • 

y'- 

certain fact3 that are involved. Paragraph 129 is a < "*» 
summary type. Snowing what really was involved as . 

opposed to waat waa stared. : 

\ : $ 

./hat you actually have here is this. You have ft 

X mill:.on,purchased at cost,stated on the assets of ; 

cho balance sheet of <1 Co. or the annual report of 1970, ’ j> 






J 
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V<; 

where in effect there was $150,000 plus 7,500 shares s ,L 1 

, I . 

* * .*!,* 

of common stock cost to 3i. And., furthermore, this . •* Y‘-i, 

YL ’Vr* 

$1 million data bank item was really in effect worth . pi* 

less, as indicated by its complete write-off, also, in gj 

the year 1972. • 

ft- ■ 

• *• *. * 

Q We will get to the write-off later. But are ; {j'ii. 

&*• 

you purporting to give the consideration for the ri- s 

acquisition a3 of the date of acquisition? * $ ’ 

V 

A No. Buc more the intent of the parties all the 

r S* ' 

way through do the original agreement. And also the J 1 *; 

J • -t.? 

amendment which was dated .Tune 15, 1970, executed_ 

• * . 

* if f / 4 

no date as yet. - . ■ 

M' ** 

Jw'» 

^ 1 uf'k you again, no of what date are you . . 

purporting to state the consideration for the acquisition? &*• 

fc* 

A In paragraph 129? A*s of after June 30, 1972. L’■- 


As of the da;s after the filing of the fiscal 10K for 
19/2, as iinally determined therein by the reports 
filed with the tide. 

( * And in doing that you wave completely 

disregarded che consideration or the value of the 

0 

l '6 ; G6$ shares, which was given to Excerpt a. Medica? 

A 1 have given it every regard and see — 

'i J us.; a minute. 

• ■ i* 

ivu don't want to know what? 
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I will i ’k you. Hov/ have you given it 


regard? 


A In the following fashion. Firstly, going back 
to Von Eugen, the ifcli)0,000 due and payable •on 
October- 367—1570 was never set up as far as I know on 
the records of the company. 

Q Just a minute, just a minute. I am asking 
you a question and you are prolonging this examination. 
A Then I v/i.Ll go right to the point of the shares 
then without, going into this other regard, which I will 
reserve for a later time to say. This thing is this, 
the 3 hares of 46,666 shares, using this term "shares” 
in quotations — 

Q Whatever that means. 

A Whatever that means, ’/.hatever "sharesmeans. 

Q I can * t gues 3 yov.r mind. 

A I can’t guess the minds of these people. I can 
only see tno intent of what was going >' forward. 

Q All right, go ahead. 

A To be repurchased at $15 a share on Ooctber 
which was never done. 

Q They were net to be repurchased — 

A Allow ua to finish. 


Q 


fnsy were to he repurchased if they 










A And they never exercised their contingent rights. . 

• “* t» ; 

Now, thereafter, as indicated on the 10K of 3i for 
fiscal 1972, Defendants' Exhibit 10 for identification, 

, P, 

as the rights previously granted to certain stockholders, 

. : 

"O require the company to repurchase 46,666 shares have «.?• 

■ & 

terminated during the year — . i.7 1 

' l* 
t;*. 

Q Where are you reading from? fj' 

. f \ 

A Juno 30, 1972 (indicating). 

• . ! • 

Q Which paragraph? ft 

A It is the second paragraph, the second sentence. r : \ 


Therefore the rights to require repurchase have 
terminated according to the exhibit. Excerpta Medica 
in response to paragraph 135 of plaintiff’s amended 
complaint wherein it v/as alleged defendant Excerpta- 
Medina never received any money under the terms of 
this aforesaid agreement with the defendant 3i Co., 
in answer on be.ialf of Excerpta Medica, answering 
paragraph 135 s admits the allegations therein and 
further answering sale paragraph it alleged that its 
demand v/as made for the money due under the agreement 
of September 19, 1969, and payment was not made by 
defendant 3i Co. 

Paragraph 136 of the amended complaint, the 
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defendant Excerpta Neaica never requii’ed the defendant 
3i to repurchase the 46,666 shares. 

Answering, It alleges that request was made that 
the defendant register the shares which it obtained 
under the agreement of December 19, 1969, but this said 
registration wan refused. 

The prospectus which v/as marked as Defendants' 
Exhibit 23 for Identification, dated July 25, 1973, 
page 31, la3t paragraph, and I might say at this late 
date, July 25 } 1973, 

"Exeerpta through its counsel has advised 
the company that it intends to file suit for an 
undetermined amount of damages for alleged breach 
of contract." 

v/.iat have you answered? Does tnat answer 
my question, do you think? 

A sqz t b a causa apparently there vjas not only an 
expiration of the so-called rights tc repurchase In 
October of 1971., Jut 31 Co. did not consider it binding 
on them to register the shares for Excerpta Medica, 

£uid, furthermore, that is as cf July 25, 1973, despite 
a reif-il, Excorpca Hello a v.hi ou.ju its counsel has never 
uaKon uiiy action ;o ansist on a binding agreement* 
iio intent of the parties, once again, sir. 
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Q I don’t understand what you mean by the 
intent of the parties. 

MR. FELTON: I wove to sti'ike that portion 

ol the statement of Mr. Kunen as colloquy. 

Q You have clarified it because you said 129 
is talking as of 1972. That is what you said. Do you 
want to strike that, too? - • 

A Pardon? Do I want to what? 

Q Do you want to strike ;ny comment, too? 

A No, bujs the stun total of what wa 3 paid, and at 
the same time it reflects on the true intent of the 
parties, a3 per their agreement and as per their 
statements or omissions• 

Q And you arrive at the true Intent of the 
parties became people made modifications later on and 
made cnangco, and there were changing circumstances, 
so you ere tolling us here that all these things that 
happened later on show the true intent of the parties 
despite the fact that years expired and circumstances 
expired; is chat right? 

A Vnen you consider everything involved here, and 
consider the fact -hat an item which represented 62 per 
cent of who local of chi* company was on the 

balance sheet a,; a purchase at coat and further 
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consider aside from materiality of this the fact that, 
basically speaking, what you really had in 'essence here 

was a payment of 1150,000 with lettered or iegended 
stock. 


*st year a change in the agreement, 
n a year, maybe it was done a few 
Consider further the fact that there 


months thereafter 


was a. relinquishing of rights to require repurchase 
of 46,u66 sharer, at $15, which is $750,000, never 
requested in October of 1971 by the foundation. And 
further relinquishing of 30,000 shares at $5 a share, 
a right for another party. Von Eugen, for an exchange 
of a more 7,500 shares. 

Consider further this asset which was in 1970, 

62 pe_ cans ox tho total assets, being written off 
completely as worthless in 1972. 

*ou ha/a here something that requires intent to 
bo dot-ermined and ascertained. 

3 .jut v ou do not know the reasons why the 
16,666 shares were not put to the company at the $15 
price, Jo you? 

A veprasanted $700,000 worth of money. 

'«< Jo ;;ouV inswer «y question. 

A X tfo fcioK -- X don't l:»ov Shat, but 1 do know that 
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in 1572 the company considered them not 3tock but stock 
rights which expired. And, furthermore, that the 
company refused to register vrhen requested these shares 
and, f urthermoi*e, the Excerpta Me die a. Foundation had 
this contingent, using your term, right, to require 
registration, never took any legal action. 

So you have here a course of dealing which is a 
continuous thing, not jus? an individual one or two 


items. 


Q You don't know the reasons for the action 
on the part of Excerpta Mediea and you don't know the 
reasons for the action on the part of 3i, you have no 
idea whether- they are valid or invalid? Is or is that 
now a iact? Can't you oLt'is’Jor a direct question? 

A 1 can answer direct because I say this, there 
are certain things you can : t prove with direct facts 
out you can have circumstantial evidence and inference, 
w Vliat are the inferences and circumstantial 


evidence? 


A At this particular time I have testified as to what 
COlUi ider to be the circumstances, and the inference I 
made 1:. cc-ntaintn An paragraph 120 of my amended 

complaint, wherein I state, a;; you have requested me to 
amend, the total. — 
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Q I have not requested you to amend anything. 
A /ou have asked me to consider and give you what 
129 represents, and I have. As the total consideration 
for the acquisition by the defendant 31 Co. of the 
aforesaid data bank license w&3 in effect $150,000 plus 
7,500 shares of common stock A. That is my inference 
based upon the circumstantial evidence I have so far 
gleaned from all I- have read in my investigation of 
the SliC in New fork and in Washington. 

Q Now, with respect to the 30,000 shares. 

Von organ's snares, which he had the contingency of 
putting to tie company at -ti) a share, and then entered 

v 

into this agreement to take 7,500 shares. 

Do you know the reason why he d.Ld that and 
the reason why the company entered into an agreement to 
do that with him? 

A X do know this — 


Jan you answer that? 


A 1 will, 
has eh upon my 


will tell you what you went to know, 
understanding, I do know this, that 


von Eugen received only •>150 ,000 pluo 7,500 shares, 
and i do kno.*/ he relinquished his right to insist on 
the payment ef $150,000 on April 27, 1970 and, strangely, 
accepted lettered or iegended stock in that very same 
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amount. 

It Ig hard to believe that if a man is entitled 
to $150,000 on April 27, 1970, and dealing ulth a going 
concern as it was, 3i Co., that he would be agreeing 
to take stock in the same amount, which he would not 
be able to convert into cash, which should have been 
according to the terms of the first agreement, paid, 
30 -Called on the barrel head on April 27 , 1970. 

instead he agreed to take legended or lettered 
3tock a.n the sane amount, to be paid in the future, 

which ^e never exercised and, instead, accepted 7,500 
shares. 


A 


«!• Have you ever talked to Von Eugen? 
von Eugenas far as I know, is in Switzerland. 

Q Can't you answer tnat question? 

J ‘ iiave nevor spoken to him. That is my answer, 
y All right. That is tho answer. 

H?ive you ever corresponded with him? 

Cniy to tho extent of requesting that a service 

of a copy of tho amended complaint and the summons be 
served upon him. 

how do you knot/ that this agreement is 
dated April 27, 1J70'( 

A boat agreoroant is dated April 27 , 1970? There is 
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no agreement as far as I know for April 27 , W70 . . ' £ 

‘ •' V*"- 

Q '**'* »*■«• «<* you say - you used the ■' M, 

term April 27 a few minutes ago. £7 

A las, I believe that the April 27 date, 1970 — fe' 

well, I believe I ace it. In Defendants' Exhibit 21 ■' || 

for identification, paragraph Second — strike that. 

I will give it to you another way. $ 

<3 Where do you get April 27 , 1970 ? What does |v 

it signify? [& 

’ ft*: 

°n Defendants' Exhibit 21 , marked for identification/’ & 
second paragraph, this is a letter from » to Hr. Pred If 

Von Eufi-rn in Switzerland. 

Iili3 v;iU co:irirrn our understanding that •' If? 

the second installment of * 150 , 000 , which was to P 

*-~ve been >aid co you or. or about April 27, 1970 , 

pursuant to fcho letter agreement.« ' 

. >V'y. 

iS ttkei-e you got the date? 

A fos. I gusss another wry of doing it would be 'j$? 

if you would agree to take_ fci 

fy. * a 

f 

“ t * t ’ s no “ talk abol,t apples and pears again. 

A 'tee original, agreement of April 1909 refers to ff 

180 dc\ r i> i-h<5,^rj* v* # 

iftCr* 

“ ** ,ot «*“*>» *•<><* that, you injected || 

■P-el <•/, lj/o, and now 1 know why you Injected it. • 
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* 

And now I aalc you categorically, do you know the date 
when Mr. Von Eugen agreed to take 7,500 shares for the 
30,000V 

A It would be any day before the filin.G of the 1972 

10K. Apparently within a year before. . <. 

c; 1 don’t want you to speculate. Do you have 

arc- knowledge au to th-o date It happened? 

A Only what I have given you on Defendants* Exhibit 1.0 

and wbr.rovor aluo it app&aru la the 1972 10K. 

On exhibit 18 It sayn — it doesn't give you 
the data of exchange. dots it? 


i'nat La of th»« reduction agreement with 


Van Eu* an? 


^ -- x was u formal agreement. 

/ou testified a fen minutes *;go that the 
E.;cerc<.a Medioa data bank license c/as valueless, is 
that ghtV Do you recall saying that? . < ’ ‘ , 

A ’.oil, i character!tod it as worthless in the sense 
fchr.c :h; v;as written off as a complete loss. ‘ . • 

‘1jw;v do you get that from? 

A f'ff the rosorl. 

(Disu’ caicit off th* record.) 

f 

A j ; u? one thliiii, 3' woa*u- Alice bo point out Exhibit 10, 

ONLY COPY AVAILABLE • • 
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Defendants ? Exhibit 1C narked for identification, the 
summary of operations for years ended June- 30 , 1968 to 
1972, under 1972 extraordinary looses, coat of this 
investment in data bank license, $1 million. 

There v/as a write-off for the year 1972. A 
write-off of $1 million. 


( J What was the reason for the write-off? 

That in what I am waiting for. 

A firstly, I am pointing out the write-off.* 

i All right. You showed that to ire. That was 
for the fiscal year ended when? 

A June 30, IS72. 

(Witness examines documents.) 

A LuCh time 1 loo..-: for something it gets more mixed 

up. 

•<! You are the culy one* handling it. 

.'.n notes tc conooiidatsc. financial statement, • 
and it is apparently part of the 1972 10 K, che first 
paragraph, 1 would like to rend it. If you want to 
mark 10 for* identification — 

i'lf’. .1UU2N: kark it. 

(Do?.•.me.'jt. a:>ov;* referred to., was mai*ked 
rete«nc ! .an ;,3 • Exaiois 2 ^! tor identification, as of 
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A The *1 million cost, I will read from this note, 
"the $1 million cost (76,766 shares of Class A common 
stool: 1 3 3iied in .1269, in 1970, J on obtaining this 
data bank license has been charged to ’current operations 
as an extraordinary item. This amount was deemed not 
to bo recoverable through future operations because of 
the losses sustained and tho annue.3. fee obligations 
under the present' agr -merit. " 

There is move said, but this is in regard to your 
answer. » <■ 

Q Complete what the "more" is. 

A "Management is currently negotiating with Excerpta 
ro reduce the company '3 operating responsibilities 
cs vjoII as the* aforementioned financial obligations 
j under this agreement. The future operational 

1 

status of tiiese services are dependent on the 
t-utccme of those negotiations." 


22 1 


Q Is that all? 

^ 2 . 03 . iiow, :h:.s, I be.'.iove, is part of the 

June 3C, 1972, the year ending June 30, 1972 , 10K. 

J j- you will note, the 76 t i60 shares are lumped 

C G P!Q il Y* *T 4«Vi«V e> . T * t . . . . ■ a _ •« •. . . 


j together in this note. I also want to call your attention 
to another port;-.cn of the same 1DK, wherein this 


7 
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Foil, on 
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' J, <? if, J ..' '•<*.**tVf&wK/ 

.> - • •* -*• •.>//..'.adgicL;iAifc'. i as StM&T 


aforesaid agreement between Von Eugen and 3i Co., 
wherein Von Eugen received 7,500 shares of, 31 Co. 
stock, was stated. 

Nov;, what I said before about intent and circum¬ 
stances and inferences is this, sir. I am referring 
again >o DclencJanto' Exhibit iC. If Defendants' 

Exhibit 18 and Defendants' Exhibit 24, both marked for 
identification, are from the same 10K. 

Q Don’t you know whether they are or not? 

A X suspect they are. 1 don't know for sure, in 

line, with what J. said to you that individual pages 
sometimes do not come througn with numbers cr.references. 
But each one of thorn refers to, in some way in them, 
the $ear ended June 30, 1972. 


k vl 

m 


^ . T • ^ ^ 1 jrv- 

*‘ 3 1 sa -y- *>ofch of those are June 30, 1972 lOK's, 

I; ■' 

tne same thing, different portions of It, in one portion ' j$ 


■;> -i.u roi.ig ci 7o^.6o0 shares art; Indicated for Excerpta 

^hedica Foundation lloonne, which is beirg written off, 

'/ 

«an.l another place there is i;nc- description that 30,000 
oharea rights wore expired and — ox- not expired — 
w "° 1 ahou..d say, fox 7,500 shares, would 

n 

vvoici..i what I said, before about the circumstances and 

tl 

j inhere tco in vj.e.» of the fact that there is no identity 
oi che- stockholder or stockholders, as described in 


iv; 
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Defendants’ Exhibit 18. 

C Finished? 1 

A Yes, except this, when 1 was looking through 
Exhibit il, I came across something else which is' in 
some respects bearing on inferences or circumstances. 

Since you are marking these as defendants’ 
exhibits, I would like you to mark this as Defendants’ 
Exhibit 25 for identification. Would that be all right, 
which I plan to refer to? 

(Document nanded to counsel.) 

fW. K’JNEN: if you will Identify where this 
comes from. 

THE A’lTnEiS: This is apparently a portion 
of the 19VO 10K, I believe, of 3i Co. Also 
photostated from the files of the SEC. 

(Document, above referred to, was marked 
faiendunte ’ Exhibit 2i> for identification, as of 
fcnia date.) 

I v/ou.'.d lime to read to you item t'(b; on Defendants' 
Exhxbxt 25 marked for identifination, 

(oj an Juno 1970 the registrant’s 
agreements with Excerpta Kodica Foundation were 
ii'Oi/j ‘.led I.y cancollaticn of the registrant's 
cnligavior. tc- male a cash payment of $1150,000 
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in April 19/0. In considerai;ion, the registrant 
will issue —" 

Q Are you talking about Von Eugen? 

A ho. We have been talking about Von Eugen but 
this particular document that was Defendants’ Exhibit 25,' 
for Identification is talking about Excerpta Medica. 

I would like to read it again, if you see ifhat I mean. 

I will note this was your inference from what I read. 

c 1 have no made any Inference. I am trying 
to unuerstana your testimony, and you talk so much, 
you are doubletalklng me. 

A -here is no doubletalk at all. 

l< c:iri 't lo.Llov/ you. You are jumping — 

^ ’ mJ ' r he_-e .-..t. anything misleading I suggest it will 
bo found in item 4(b). 

'/oat is misleading Is your continuous 
refusing to answer questions and testifying the way 
you wart to testify ana mixing things up. 

•••aLi’Or.' • I move to strike everything 
gratuitous that you said. 

jIR. .C'kJtif: All right;, .so w go rise ad. 
mii. EJA'CH: 'rhcy h.-ivt :so regard to any of 
'no questions and answers it; mis deposition. 

A 3 am reading fro:,; Defendants’ Exhibit 25 marked «. 
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for identification, item 4(b) wherein it is stated; 

"In June 1570 the registrant.' 3 .agreements 
with Excery/ia Me die a Foundation were modified 
by cancellation of the ragistrant's obligation 
to make a cash payment of 0150,000 in. April 1970." 
Q ’ Whatever that moans. 

A It means this, that this vais not the facts. 

The facts were that there was no agreement with Excerpta 
Me die a regarding m>I 50 ; OCO balance. Rather, as you 
suggested earlier, s.-.th Van Eager. 

*-• ~ didn't suggest anything, and whatever the 

things says it says and it has nothing to do with my 
otatemomt. * 


defend;, rfc 3i Co.? 


A 


reiojvi.ee i 
C: 


'j .. jo.'.ic u.' ir.v- it.-ty have been 30P»e other 
ris '.hica 1 hs.v>» ncc been able to find. 


'•.he i T. .’iuisij v.r.th your deposition I don't 
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v/ant to leave anything open. Take as much time as you 
want., give me any other reference, and conclude and 
give me a categoric answer that leaves nothing open. 

A I. have looked through) the papers, and this is the 
only paper that I found that was photostated by me that 

Jl 

has bearing on the fact that t ii£* amount was deemed not 
to be recoverable because of the losses sustained, and 
therefore, I characterized it as worthless to the 
defendant 31 Co. 

Q X don't know how many times you did it, but 
I assuu.e that is the basis for your allegation in 
paragraph 55 of the complaint? 

i 

A As 55 applies to the data bank license being 
characterized in the complaint as worthless to the • 
defendant; 3i Company, and as contained in Defendants’ 

Exhibit 24, marked for- identification, wherein the 

/ 

amount was deemed not recoverable through future 
operations because cf the losses sustained, yes. 

^ Co that ebulbit, 'without beating around the 

, 4 

bush — 

^ hit; not beating around ;Le bush and I don’t like 

you co desernbe it, but the reference to Mr. Brownstein 
in 55 — 

.'.t doesn’t wake any difference, you make 
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other allegations to that effect, that the data bank 
license was worthless to the 31 Company, and I am 
asking you wherever in this complaint you say that 
this data bank license wa3 worthless to*the defendant 
3i Company, the basis for your making that statement 
is what is contained in Exhibit 24? Is that right? 

A And any other sections of the 10K 1972 which I 
have not been able to find in Exhibit 11. 

C; I ask you to find It. Look for it. 

A I have looked through all Exhioit 11 and I have 
not boon e.blo to find it. 

y VAiav# is your best recollection of what they 

say, or.what you recall them saying? 

•• * 

A More or loss the same as on Exhibit 24. 

Ail right, that is it. 

A Except- pern ape. phrased i 1 a ctiffei’ent v/ay. 

:J And if there is nothing else contained in 
the 19/2 10 a then Exhibit 24 is your complete basis, 
io that correct? fc 

A ' L *“- Considering tno word worthless" in the 1 
complaint as a characterisation of the events. 

^.ou 1 -.■.13. h -ve to e.-cpxain that to a judge or 


'•f ’ 


a J a?, y> because 1 dor.’.'; know viuit 
in your j.asc answer. 


you are talking about 








Fulton 


507 

A If there were no wore "worthless 1 * par se In 24, 
or in any other portion of fiscal 1972, but-if instead 
the wording was, as I see it hare, the amount wa 3 
chargee. o£f as an extraordinary item, this amount was 
deemed not to be; recoverable because of the losses 
sustained, then this was my characterisation of the 
wording of the complaint, in effect "worthless." 

I/, someth:.ng la written off as an extraordinary 
loss, I characterize it as worthless. 

c As of what date? 

A When I characterized it? 


Q 


V 08 . 


A As cf nhe date 1 prepared the complaint, more or 
loss. Within a week or so before. 


c Wot as of September 19, 1969 ? 
A r;o. 

G Wot us of Movenber 20, 1970 ? 

A yay I sue what you arc referring to? 

f 7. as Iced you — 


A 1 would l-Ivi to look at bne exhibit• 
C I am the examiner. 


r 


V 


* /ou uc show mu the *••• 


1 am showing yet nothing. November 20, 1970 
i3 t/.e date oi the Lafrents certification. 





* v-AUUJi 


*1 

A May I look at It to refresh my recollection? ;f 

Q I am asking you a date. : . < •' 

_ ±: 

A iou are referring to —- S', 

Q Will you answer ray question and stop fencing ^ 

ti 

with me? •' t ! 

A V* £ 

A I am not fencing with you. *ou want me to answer ~ 

the question without allowing me to refresh my recollection. 

rj 

C There is nothing for you to refresh. You 
have testified now that when you characterize this as t 

wort).less :Lt s was not a 3 of September 19 , 1969 . V 

. ... ' 

A res, right. ' $ 

. V 

4 ,l0w 1 au asking you whether that category i 

of worthless" was not as of November 20 , 1970 . & 

' • Vy 

A 1 am asking you to ai3ow me go look at the annual fc 
report; which you have in your possession. {:. 

Q 110 > v' cu need it for that answer. f 

• Ji. 

I Will let; you look at it late;.’ but you don't need it !*‘- 

for that answer. j.*'; 

a r 

How uo you know I don't need it? You may not *■ 

give i .i a complete answer. r ' 

v u 

YOU oan «*«war cha; to a date. 

Let me ask you thin — f* 

ft 

" ,JUCt a 3etond - * ntru to /,tay with this for a . I' 


moment. 







v •• .-.Wf . k,‘4v* 

■ ■ ■ . i' 


Fc.lt on 


,, !! 


I ^ i0U can otay with it as long a 3 you want. 

A Iherc was somewhere mentioned 
C Look — 

A Just a second, please. Maybe I didn't quite 
understand your question. Will you repeat it? 

£ I will ask you another question. 

A Are you dropping the other one? 

Q Yes. . As of Kay I, 1971, was that asset 

I 

| worthless to the defendant 31 Company? 

I 

A Whore did you get the date May l y 1970 ? 

Q What difference docs it make to you? 

r ‘ Cn the basis, as you suggested. It makes no 
difference to me, I don't know. 

C " ou testified, diu you not, that it was 
worthless as of the 19/2 10 :. rsport, correct? 

i 1 

A to you know what it in, air? I was mistaken befoi 
wnen r thought you vreri locking at the 1971 annual 

1 

j rei:oI ‘ t> which 1 nove1 ’ whlii you had yesterday 
| marked for identification, so that is what it was. * 

| I uaa not considering she 1970 annual report, but I 

dor.'L know what there fas on t.ie 1970 report, but 


23 •; 


act i\cJ.J.y — 


You to soo — 


Mi. PLL'JUJ,: J»o. i move to strike all that 
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portion of it. I consider — I didn't mean the 
3.971 report. I meant the 1970 1GK. .Do you have 
that? 

Q I don't have it. . * 

A You don't have the 1970 10K? The 1971 10K? 

(J I don't think It has been marked here. 

The only thing we have here is the 1971 annual report. 

A * net me see if I undei’stand your question. 

Would you repeat it again, please, because you threw 
me oil with i'Jay 1, 1971, bo cause the fiscal year doesn't 
end then. It ends Juno 30., 1971. 

Q Didn’t you testify here a moment ago that 
you determined, when you made the allegation in 
paragraph 55 of the complaint, or wherever else you 
ware in the complaint, that when you alleged and 


complained that the data 
the defendant 3i Company, 
by you as of the 19 72 10K 


bunk license was worthless to 
iliac that allegation was made 
report which was filed with 


the 3LC? 

A Ye.i. 


• < All right. 3o in erder to spare all the 

time e.. going tsrougn dates, it wes not worthless to 


the defendant 


C-j,u^nuy ’ iu.*l it appeared in that 
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* 

A I sea what you mean. Tna first time I knew about 
the fact that it was worthless, or what I characterized 
as worthless, .was when I saw the fiscal 1972 10K. 

Q And that was — 

A That wa 3 as part of my preparation work for the 
amended complaint. Now I understand what you mean. 

Q You don’t understand what I mean. That Is 
part ox what 1 mean. And then you characterized it as 
worthless as of that date? 


A In anawei to the question I referred firstly to 
the notes to the consolidated financial statement, 
apparently 1971 10 K, wherein Lt is stated under data 
bank licence, item h: 

"During the fiscal year ended June 30 , 1971 
the Company continued, to incur costs in connection 
v/itii data bank development. Management believes 
chat increased marketability of bio-medical 
information services can be achieved in the near 
future . 


MR. KUNjSN: Mark it. 


A 

file a 


This l gec ar part of n<y investigation of the SEC 
, ic it*, ct.'j of ti«e l/eohingtou papers. 

'• J'. 0 nnih. nfc , abov« .wfex’red to, was marked 
tJcf^ncantj' i/nlbit 26 .'or identification, as of 
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this data.) 


CJ What else do you wane to say? . 

A That Is wliat I said. 

Q What i 3 the significance of that? 

A rrne significance of what I read in, based on what 
I first found, occurred in 1971 . 


You are referring to what you read from 


Exhibit 26? 


A ;;e 3 ; this was my interpretation of it, that it 
was meant that they were never making money with this 
particular data bank license, and that this was — and 
in view of vhers this was contained under "data bank 
licensee," and considering that it followed Immediately 
after ;.t and as part of the same paragraph, involving 
the agreement with Excerpta Medica. 

Once again, with the inference raised in the 
following years, 1972 10 K, where there was this complete 
wr.Uu~cff. This is my interpretation of it. 


-o that Exhibit 2c is taken from which 


report*.' 


A Apparently it i.; the 10K for 1971. 

• • •.*, « ... 

( '* *''- r)V ' vo'.ftsr; v/cs taken.) 

Exhibit <!>: for identification was a document 
chat you presented taken from the 1UK for the year. 


r 
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fiscal year, ending 1972, right? 

A You are holding it, is that right? 

Q Ye3. It was predicated on what is contained 

V 

in that statement that you reached the conclusion that 
the dana bank license was worthless as of the date of 
that 1GK report? That is what you testified earlier. 

Is that correct? 

A 1 would say this, just tc repeat it again so we 
3nouid understand, when I saw this particular page of 
tne 10k, ;uid X read its contorts, I determined from 
raadlng that page of the oarticular 10K that, as I 
characterised it In the complaint, this wa 3 a worthless 
item for the defendant- 3 i s and especially in view of 
the fact of the terminology of th5o particular page, 
and also, as i indicated to you on another exhibit, 
tney wrote oil as an extraordinary loss, $1 million or 


fit S 

1 
K 


ft 


During that sa.ne period that the 1972 10K 


covered? Right? 


A Y ou didn’t finish your question. 

( 2 That is the question. 

■i.c •- ie the question? 7.sps«.t the question. 

You -said they wiv.fi it off on another 
document, and fc at document covered the same period? 
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A Yes, now I understand, yes. 

Q It/ was a3 of that date that you, determined 
that the data bank license wa3 worthless to the 
defendant 31 Company? 

A As of this particular report, I 3 aw proof in the 
form of this particular exhibit that.the company 

considered it not recoverable, which I characterized as 
worthless. 

Q As of that day? 

A As of reading the report. 

Q As of the period covered by that report? 

A If you recall — 

Q. Will you answer that question? 

A That was definite proof to me at that time, for 
taat particular time. 

Q iter that particular time as of that period? 
Can't you answer that yos or »o? 

A Completely worthless, yto. 

Q fou produced the copy from the 10K report 
for the year 1971, which is Inhibit 26? 


Yea. 


As oi taat period you tdd not reach a 


deter,:anaiien that the data bin* license was worthless. 


did you? 





R 

E 

O P 
0 
R 
T 
I 

N 

Q 


; 


N 

•!0 

A 


S 

\ 

3 

A 


U 

■ 2 

S 

*3 

T. 

M 


:s 


’C ' 


■ 7 


0 


9 


::o ! 

1 


v-i 1 


... 1 

tA .1 


• • ili •■ ,! »' * ' . ■** •!' 

• i * -1 l\ 


Felton 515 

A Wlien I was In Washington and I 3 aw this particular 

3 page and read it, and in view of the 1972 10K — 

4 Q Forget the — 

s A Just a second. I inferred that in 1972 the 

6 company was sa-i'ng or pointing in that direction of 

y worthlessness, and the statement I road involving the 

fact of continued, costa in connection with data bank 
9 development and the company believing that the increased 

0 markicability can be achieved in the near future, all 

1 under the heqd of "data bank licenses" referring to the 

z ISxcerpta Modica agreements . 

3 Q Did you reach the conclusion as of that 

1 1971 10 & report that the data bank license wa 3 worthless 

> as of that report? Yes or no. 

5 A ' x '° * hat 1 c - n only say nay be. Not yes, not no. 

r ! Maybe. In light of what I saw in 1972 and reading that, 

maybe. Certainly not yes and certainly not no, but 
1 

maybe. Lut strongly Isanlng to yes, in view of every¬ 
thing else I learned from the investigation. 

r J It 000 k the 197H report to get you to the 
conclusion cf maybe ye 3 and maybe no? 

f 

I A 1972? 

i IViZ : - 0 'n ? snort 3 it took what y^u road 

xn taw 197 J 10 * report to gat you to that "maybe"? 
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For 1971? 

Q Right. 

. • 

A Yss, but strongly toward "yes." 

All right. Step playing around with those ; 
papers .and concentrate on what I am asking. 

A I am concentrating. I just want to refer to ' 
another doc ii.itnt. 

Q That was the first, earliest, "maybe”? 

li'J.lJ. '.ho record shew that you are going 
throujin a lop of papers arid not concentrating. 

A X am aider oath, sir, and before I answer I would 
like to consider a moment, Y am concentrating. I want 

to consider your question in light of all the papers 

. 

that i have here under Exhibit 11. 

(Discussion off the record.) 

A I/ould you repeat that question, please? 

r 

(Record read.) 

A For t ie year ended June 30 , iS7i? Yes, I believe 
so. 1 can 1 0 find any reference in the papers. 

Ln paragraph 131 of ycur complaint, amended 


complaint, /ou allege defendant La front r. in its aforesaid 
certi o.or.se; omitted the facts cor corning the aforesaid 
•!.e,-.tcr >.grc. im&nts between defendant Von Eugen and 


31 Company. 
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In the fir3t place, are you referring to 
one certificate? You used the plural "certificates." 
What are you referring to? 

A That should be "certificate." 

Q Would you state for the record what you 
claim are the facts that when omitted from the ' 
certificate regarding the letter agreement between the 
defendant Von Eugeri and 31 Company? 

A If I may refresh — 

Q Before you answer that question, I ask you 
whether you mean its certification or footnotes or what 
are you referring to? 

a What I mean is this. The certificate — 

Q Let mo rephrase the question. I will 

withdraw it. 

A 'withdraw uy answer. 

Q Exhibits 13, 9 and 14 constitute the 

consolidated balance sheet of 31 Company/Interscience 
Incorporated for the fiscal year ending June 30, 1970, 
is that correct? 

A Will you repeat the question? 

(Question read.) 

A "hast? three certificates — 

Q Mot certificates. 
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A These three exhibits are the balance sheet, 

the consolidated statement of operations, .the accountants 

report and notes to consolidated financial statements. 

Q At the bottom of Exhibit 9 there Is a signed 
statement by hain Lafrentz & Company dated November 20, 1 
A Yes. 

Q My question to you i3, without for the 
minute a3k.ing you to tell me what facts you claim were 
emitted In paragraph 131 of your complaint, whether you 
claim those ,omissions were omitted from the statement 
which was signed by Main Lafrentz & Company? 

A Paragraph 131 of the amended complaint, as 

prepared by me in 1973> refers to the signed statement, 
as you say, the accountants' report, as well a 3 the 
notes to fcns consolidated financial statements,which I 
assumed when I prepared the complaint was prepared by 
Main Lafrentz or read by them. 

It states: 

"Notes to consolidated financial statements." 

^ What do you claim was omitted specifically 
with regard to your allegations of paragraph 131 of 
ohe complaint? Take a Iook at it and answer me as to 


that allegation alone. 

A Firstly, nowhere in the certificate _ 







Felton 

Q V/hen you use the "certificate,” please 
make a distinction between the notes arid the signed 
statement. 

A Firstly, nowhere In the accountants' report of 
Main La*, rents & Company on Exhibit 9 is there any 
statement pointing out that the $1 million plus asset 
on the balance sheet was not really a data bank license 
at cost. Nor is there any explanation in the notes 
to tr.e consolidated financial statements which would 
or onouid have been inserted as to the non-payment of 
the $130,000 on April 27, 1370, that the books do not 
re j. lee 0 , 1 l that was the ease, the balance supposedly 
owing to Von Eugen of $150,000. 

And, lurthermore, that she notes to the consolidated 
xiriai ciai statements ore misleading in view of the 
agreements between Von Lugen and 3i Company, by not 
identifying a broker, 30 to 3peak, as part of this 
transaction. 

And in reading the notes wherein it wa 3 stated 


in part: 


"fhe consideration for this right is 


$1,000,COO, .including shares of class A 

\ 

common £ corx wnich chi nonpany can be required 
•••- purchase ut $15 per share in October 1971, 
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and 30,000 shares of class A common stock to be 
Issued on December 1, 1970 which the. company can 
be required to purchase at $5 a share in July 1971 
By omission of the agreements, material omissions - 

M. KUNEN: I move to strike out your 
statement. 

THE WITNESS; You asked me. 

Q I am not asking you whether they are 
material or whether they are misleading, and I move to 
strike out your conclusions, and I am merely asking you 
ohe facts, what you claim was omitted. 

A Furthermore, the first sentence of thi 3 paragraph 

under "Notes to Consolidated Financial Statements" — 

Q Of what? Note 1? 

A Yes. 

"In September 1969 the company entered 
into an agreement, subsequently amended in June 
-t-S‘70, with Excerpta Me die a Foundation, a foreign 
non-profit corporation, for the exclusive right 
within the United States to market information 
services from Excerpta's data bank of bio-medical 
information." 


1 bexleve that is Incorrect and misleading, in 
view of the fact that I don't believe that this is a 
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fci’UG statement of the letter agreements. 

• ./■ 

. 

MR. KUNEN: I move to strike out "incorrect • 
and misleading." I only asked you for the 
statement. 

A What I consider to be the amendment in June 1970, 
and I know of no amendment in June of 1970 with Excerpta 
Medica Foundation. That is incorrect. There was no — 
reading the sentence it would appear that the company's 
agreement, which was subsequently amended in June of 
1970 is with Excerpta Medica Foundation. This was a 
complete attempt to obscure the fact that there was 
another party to thi3 transaction of Fred Von Eugen. 

MR. KUNEN: 1 move to strike out "This was 

an attempt," and everything that follows that. 

I only asking you, without your conclusions 
and please give it to me without your conclusions, as 
to what you claim wa3 omitted that should have been 
included. 

A an note 1, as I previously just a moment ago read 
to you, tho agreements between Von Eugen and 3i were 
omitted. Ana where it has been stated "subsequently 
unis no „ i in 0u/*o of 1970 v.ith Excerpta Modica Foundation," 

I bo 1 j vi;c i.us mis representation or misleading. 

MR. KUNEN: I move to strike out "I believe 
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was misrepresentation or misleading." 

A I do not believe there was any amendment of the 
agreement with Excerpta Medica Foundation in June 1970, 
as it is stated in the note 1 to the consolidated 
financial statements. 

Q Is there anything else that you claim was 
omitted? 

A in note 1 to the consolidated statement, as I say, 
chere is no reference whatsoever to the aforesaid letter 
agreements between Von Eugen and 31 to allow anyone to 
understand they existed. 

Lhe way the note 1 is drawn, it would appear that 
che 30,000 shares was part of a subsequent amendment of 

aii agreement with Excerpta Medica Foundation and 3 i 
Company. 

i reierred to the paragraph that begins "In 
September 1969 " and ends with the words "being 
negotiated." 

<’.nd it is contained on Defendants' Exhibit Hi 
for identification. 

13 chere anything el 3 e which you claim in 

paragraph 131 of your amended complaint which you claim 
was omitted? 
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Q 131 of your- amended complaint. 

A iCt only refers to letter agreement .between ‘ . 

Von Eugen and 31 Company. 

Q All right, not 131 of the complaint, any 
part of your complaint. 

A 131 , it i 3 alleged defendant Lafrentz In this 
aforesaid certificate — 

Q Tell mo without going to the allegations of 
the complaint. 

A They.fail to sot out that they failed to pay the 
$150,000 due. it is basically inconsistent with the 
testimony I have indicated regarding 131 . 

X want you tell me without saying "basically 
c»i jios basically." Oust tell mo what you claim was r 
om..cced Ircm the certificate and the footnotes of 
Main Lafrents which you claim should have been included.' . 
A Vner* you say footnotes of Main Lafrentz, you are 
referring to those contained, on Exhibit 14? 

( l X am referring to that contained in 
Exhibit 14, and I am referring not only to the footnotes 
but am rex erring to everything which Is contained in 
Exhibit 13 and Exhibit 9 and in Exhibit 14. 

A Lxhioit 9, you are classifying as the footnotes 
of 2 Main Lafrentz report? 
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Q That is correct. Isn't it? isn't it the 
iootnotes of the Main Lafrentz report? 

A Aa L testified before, I assumed that these notes 
were prepared by Main Lafrentz, but there is no Indication 
anywhere that it was footnotes prepared by them.. It is 
just entitled here as footnotes to consolidated financial 


statemeats 


accountant? 


Do you have any doubt about it, as an 


A I Gold, you I never prepared a certified accountant - 

c ' - ou ^ av ® looked at plenty of them? 

A wo., I haven't. 

All right, go ahead. * 

A ror tarse years of training as an accountant, 
you o&sin as a junior and hopefully reach the level of 
wnat is called the semi-senior. 

" ou Phased the certified public accountant 
exam and you are not a dope when you pass that. You 
have co know something about accounting, don't you? 

A au uhe .,ime I think I did know. Whatever subjects 
.<are required of me. .'3ut just a moment ago, when-you 
o ci I look-d s.u many statements, I diave not looked 
c.t r.iuzj nuGtewsntc. 'fl.ac is why we are having difficulty 
in thi terminology of my complaint. 
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Q Wo will let the court decide that. Now 
answer my question. I want you to look at'those exhibits, 

MR. KUNEN: Repeat my question to the witness, 
(Record read.) * « 

MR. KUNEN: I am not going to knock nyself 
ouc continually repeating questions to you and then 
you. go on a tangent. 

THE WITNESS: I addressed nor request to the 
stenographer and not to you. 

' You are making me continually repeat 
questions which is unnecessary. 

lk I '.'ill let the record stand for iuself, but I will 
cay in tne midst of one of your other questions you got 
off on a tangent as to ir,y accounting ability, so if I 
say you forgot or X forgot your original question, I 
would, like the record to stand by itself. 

MR. KUNEN: It speaks for itself, whatever 
it s;:.ys. Now get back to my question. 

(Question read.) 

Q Looking at Exhibits 13, 9 and 14, is there ' 

anything in addition to tne testimony that you have just - 
G-'-ven -.■ixcrtj.n the last five or cen minutes on this subject 
ma;tc.r. which you claim has been omitted from these 
uocumenes and you claim should, have been stated? 
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As to Von Eugen? 


Q As to anything. • . , 

A All right. As I previously testified regarding 
Von Eugen and the letter agreement, there has been no 
mention of Von Eugen, and there has been no mention of 
the fact' that there was actually two parties plus 
31 Company to these agreements for determination•of 
this balance sheet item asset. 

The certificate and the notes to consolidated 
financial statements uo not — let’s look at the 
certificate first — the accountants’ report, I should 
say — which is on Exhibit 9. 

The only reference to the data bank license is 
found in the second paragraph in which it 3 ays: 

'•In our opinion, subject to the realization 
of carrying value of data bank licenses." 

That is the only subject clause, or as you use 
>.»he i.arm ' qualification" in your questioning before, 
in any respect to — referring in any way to — the 
date, sank licenses. 

This subject or qualification, a 3 1 just stated, 
auojecr* to the realization of carrying value of the 
date, bank ...iconsos, Is what X indicated the other day 
a3 the apples and pears. 
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There was a nev; company starring up, with an 
asset on their booko of over $1 million, which I 
previously testified was 62 per cent of the total assets. 
This "subject to the realisation of carrying value of 
data bank licenses," is consonant basically with another 
paragraph of these notes to the consolidated financial 
wtaten.,ntsy to the effect that the company commenced 
marketing its services in connection with the data bank 
licenses prior in the year, and had not realized any 
significant ! amount of revenue from these sources. 

jhit-. was a cautioning that this was a new start up 
oi a jlcW licfcnse , tilis subject clause or qualification, 
but in no respect was it indicated that the data bank 
licenses at cost of over $1 million. • - 

This particular case identified in note 1 i 3 
$1 million. It was really a purchase at cost. Thus 
permitting the defendant 3i to materially enhance.its 
balance sheet assets using legended stock, in effect 
stock rights, as the purchase of an asset at cost, 
in quotations, which I indicated in paragraph 134 _ 

MR. RICHARD G. LYON: What i 3 the answer 

to the question? 

Thb WITNESS: The answer to the question 
you have here is that there is no mention whatsoever 
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of the facts, the complete facts, which would not 

* * ' i , 

make the statement not misleading. -. 

Q What do you say was omitted? What should 
It have said? 

A It should have said, firstly, something to the 
effect that the data bank licenses appearing on the 
balance sheet consisted of legended stock and that the 
desscription on the balance sheet 3hould not have been 
"at cost." 

Q What should it have been? 

A Data hank licenses. It could have, perhaps, been 
provided for on the balance sheet of the company, 
firstly, as soma type of provision that In the future, 
in October of 1971, that It would cost the company 
46,°00 shares times $15 if Excerpta Medica called for 
it, but what you actually had here there was no warning 

to the investor of the fact that the data bank licensee 
were truly not at cost. 

i’ 

Q I am asking you what you wanted them to say 
on the ilrst page of the balance sheet. 

A Let me talk about the opinion first. I didn't 
belie/e they should have given, in view of the fact 
that ^here was such a tremendous percentage, 62 per cent 
of the assets, In data bank licenses at costs. 




* • • *' v ■ -s'kv 
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Wow, thinking it over and conoidering it, I 
Uon‘t think they should have rendered even.an opinion. ‘ 

Q It is not the question. 

A That is really basically what I was searching for. ’ 
Q Wiat do you want them to do on the balance ’ 

sheet? 

A Who is "they"? 

^ Wain Lafrentz. What was supposed to be on 
the balance sheet in connection with the data bank 
license of a million some odd dollars with a reference 
to nose l? Kow do you want that to be changed? How 
do you suggest that should have been changed? 

A I really think that now, as I am reasoning this 
with you, I don't think they should have rendered an 
opinion at all. 


^ Is not n[y question. 

A Wwt of all, your question is what should they 
have clone with the balance sneet? This was. a balance 
sheet of 31, they were rendering a report on this 
balance 3neet. What they should have done is they 
shouj.ci have said to tha management of 3i, "You have 
here a balance sheet with an item of 62 per cent of 
your total assets Involving, firstly, apparently with 
Van fiugen, a change where you really have not considered 
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it as a liability to begin with, and now you are giving 
him lettered stock Tor the balance that you supposedly '' 
owe him, and I have given lettered stock to Exeerpta 
Medics Foundation, and furthermore, this Is the start up 
of a new venture. We think you are not correct In 
considering this as an Item on your balance sheet, 
especially labeling It data bank licensing at cost. 

"Therefore, we should not give you an opinion . 

which would mislead any Investor who would read this 
thiny quickly.” 

Q 'fou say this is a balance sheet of the 
company? 

Correct. And this is the second page to the report. 


Just a minute, bet's stick to the first page, 


The first page alongside of that item refers to" note 1. 

A Beiore that it says "at coat.” 

« But it refers them to the note 1, does It noti 
A fos. 


a And note 1 tells them all about the repurchase 
of the stock end all of the facts which are set forth' /, 

therein, does it not? 

* 

A No. 


' Doesn't note 1 refer to the fact _ 

a lou didn't say the fact, lou said all the facte. 








•< /. - ■•■\yrrlAEt%3rt 
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It omitted all references to Von Eugen, and it misleads ' f 

%.■ • 

k. 

people by stating that the amendment was with Excerpta I’ 

,« 

Meaica Foundation, and It does not state that there was p 

R 

a Von Eugen. V 

* ^ 

When it comes down to the 30,000 shares it does not 

§> 

state what the amendment was and, frankly, in view of p 

' ■ % 

the fact that thi3 is a complete change in the balance l? 

r’, 

ohe(3t, where an item as huge as this is, there should • f* 

V- 

4jj 

have been some detailed statement exactly how this h 

i 

figure was arrived at, plus also there should have been 

i iy 

8om3 statement that we cannot give you an opinion or an 

* * 

opinion cannot be given on the basis of the asset being it 
stated at cost. 

Q Didn’t they tell you that it is subject to ; $ 
a realization in their certificate? (•; 

A It said in the report, in the certificate, •' 

« V' 

"Subject to the realization of carrying value of j$. 

• • 

data bank licenses." .C 


Q All right. 

A All right what? , ^ • 

Q Isn’t that — 

A "his is subject to realization cf carrying value 
and it alerts people, if anything, to the fact that this 
was a 3 tare-up operation, and thi 3 is a big purchase. 


a 
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And that is in line with the paragraph that follows 
that, in the notes to consolidated financial statements, 
that the company commenced marketing its services in 
connsction with the data bank licenses'and had not 
realized any significant amount of revenues. 

If there was anything that this "subject to 
realization" would refer to, it would refer to the 
paragraph of "During the second half of the fiscal 
year ended," and not to the paragraph before that, as 
far as the consideration. 

Q So that there was an alerting, was there not? 
A do. • 


<1 Wo alerting at all? Answer this. You 
say there was no alerting? 
a aid, if any. 

Q I am asking you. 

?hero was an alerting to this extent, if any. 


only as to — not 
it v/s.c. an asset at 


the propriety of — the fact that 
cost, •but the possibility that there 


might be rough going to realize the cost. 

V/hat else do you say was omitted that 


should have been included? 


'.y the way, in that regard, it is understandable 
that in a start-up operation, looking from a reasonable 
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investor's point of view, that this was, in view of 
the laofc that there was 3uch a large asset, on the 
balance- 3heat, that the company would have a year or 
two before it really can make what it is supposed to 


make, but no alerting to the fact that this was merely 
a materially enhanced item on the balance sheet of 
something that really was not a purchase at cost. 


That is my opinion. 

Q You have expressed yourself. We will have 


co take everything that you say and put it together. 


What else do you claim was omitted that should have been 

allotad? 

A fhat is about it, I believe. - 

Kik. KUNES: It is almost four o'clock, so 
1 will take up one more subject. 

ihxi WITNESS: I would like to go go 4:30 
o’clock. 


hf. KUN3W: I don’t know if I have the 


capacity v;ith you. 1 fool too tired. I will put 
io on the record. I think this ia a trying 
•..x-amlnation so far as I am concerned, and X think 


wa have gone eorvj 
tor lunch, and I 


istc-.ntly and taken a half hour 
will quit at four o'clock. 


llw. WITNESS: The only problem is you can't 
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i^et started Monday morning — 

, MR* KUNEN: I told you that, the last time . 
wg were here. We are going continually. That ia 

Chciu • , 

BY im # KUNEN: 

Q In paragraph — 

THE WITNESS: How much further do you have 

to go? 

I'ul. KUNEN: I am going through the allegations 
as they concern Main Lafrents. 

THE WITNESS: I thought that was has1cally it. 
MR. KUNEN: Some of them will go fast and 
oome will go slowly. I can finish it up by Monday 
afternoon. 

lhE WITNESS: Can you really? 

I®. KUNEN: yea, 

^ In paragraph 13^ of the complaint you say: 
’Defendant Lafrentz in this aforesaid 

i 

curt.Li’a.cats omitted the fact that defendant 31 
Company had failed to pay defendant Von Eugen the J 
second payment of $ 150 , 000 ," ; 

The certification of Main Lafrentz was 
** ox tho period onding Juno 30, 1970 , right? •’ f 

A Yes. *; 
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Q As of that date, as we have Been, there 
was a substitution of an obligation of 31 Company to 
issu .4 30,000 snares in lieu of $150,000? 


A Right. 

Q Where do you claim in the year-end statement 
an indication should have been' made that the second 

payment had not been paid when there had been a substitu¬ 
tion of an obligation? 

Uoxl, firstly, what i indicated before was the 
no-^e .3 ox cht consolidated financial statement. Exhibit 14 
your Exhibit 14 for identification, wherein it notes: 

Iii September 1959 the Company entered into 
an agreement subsequently amended in June of 1970 
'..ith /ixcerepfca he die a Foundation_" 

* 

r fhi 3 was bearing on this particular paragraph of 
fch * in view of the fact that for some reason 

one distance of Von Eugeu to this agreement, and also 
continuing in this note, the same paragraph, the 
existence of Von Eager: to this agreement was omitted. 

’fhat does not answer j^y question. 

•ari/ly, 00 uhic extent. What you actually havo 
here .».:i 3 no>;e was no information other than the fact, 

Ac ' vtl *■ “ n noti ®» that iSxcesrpta Me die a Foundation 
was the sole receiver of consideration for this data 
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bank liconse, obscuring this fact that there was a 
$300,000 agreement with Von Eugen with $150,000 owing 
in April 1970 to Von Eugen. 

Q It is not answering my question. I move to 
strike the answer. 


A Perhaps if this part of the original agreement 
was in this note, there might have been some alerting 
to or.es who read these notes, that something wa 3 going 
wrong; with this entire agreement. 

Q 1 You can say a lot of things. You can say 


everything a man does 


frc-i't the day he comes into the 


office to the day he walks out. I am not asking you 
tha;'question. 

t 

A Sho fact is that you had here a material asset 
and 3.11 the facts should have been disclosed, and this * 
should not nave been glossed over in the notes, by 
Scyi.^g subsequent3.y amended the agreement in June 1970," 
and actually misleading the z’eader into thinking that 
the sjuended agreement in June 1970 was with Excerpta 
MedLea Foundation, which was not so. 

3 /ou claim that whe.*re an obligation has been 

pail during tne course of the year, at the end of the 
yea>? .in the financial statement you have to indicate 
that7 Is that your contention? 






t.i {•'» 


'/*•„ J /i * 
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Where you have — 


q Answer my question without giving me a storyi 

A Your general question? 

Q Yes. 

i 

A j.f an obligation has been paid? 

Q Yea. 

A ‘.'hat at the end of the year it should not be 
mentioned :Ln the financial statement? Of course I agree 
wxfch that statement, as a general statement, yes. 

But this is* not when you are dealing with a material 

asset stated an purchased at cost when it is otherwise 
obviously mo. • ■ . 

(Liscussion off the record.) 

(Whereupon, at *:00 p.m., the deposition • ‘ ; 

1,08 to October 15, 1973, at 2:00 p.m.) 


FOBLflT R. FELTON 


Subscribed and sworn to 
before me this day 
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STATE OP NEW YORK ) ' • * 

) ss: 

COUNTY OP NEW YORK ) 

-» NATHAN BORAK, C.S.R., Notary Public of the 
Stats of New York, do hereby certify that the foregoing 
deposition of ROBERT R. FELTON, pages 48l through 538, 
wa 3 taken before me on the day of October, 1973 . • 

ihe said witness was duly 3 worn before the 
commencement of his testimony; that the said testimony 
was taken stenographically by myself and then transcribed. 

Tne within transcript is a true record of the said 
deposition. 

1 ;im not connected by blood or marriage with any 
oj. tie said parties, nor interested directly or 
indirectly in tho matter in controversy, nor am I in 
che employ of any of the counsel. 

IN WITNESS WHEREOF I have hereunto set my , 
hand at the County and State of New York, this 

r\ A 

■fc?„U...day Of October, 1973. 
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pursuant co adjournment. 


BORAK REPORTING SERVICE, P.C. 
150 Nassau Street 
New York, New York 10038 

WOrth 2-5057 










A. . ' V , .•« „ . 


••A' -~d. 


APPliARANCES : 


Ft 
• E 

C) 

rt 

T 


ROBERT R. FELTON, ESQ., 

Attorney for Plaintiff 
42 Third Avenue 

iibieola, Loiiij Island, New York 11 SOI 


SULLIVAN q CROMWELL, ESQS., 

Attorneys for Defendant? Marine Midland 
Banl. - Rev.' York and Joel Brownstein 
48 WulL Street 

iiew York, Hew York 1000S 
BY- HICHARD G. LYON, ESQ., 

of Counsel 


•OiMi, 3CM0I.ER, FIERMAN, MAYS and HANDLER, ESQS., 
At. -ornoys tor Defendant Main Lafrentz and Co 
42S Parle Avenue 
New 7or':, Mew York 10022 


MILTON RUMEN, ESQ. 


of Counsel 


OH, /VE.iLL and liAHOMY, ESQS., 

4 r.?ys .;or Defendant ji. Company 
7ui mdisoit Avenue 
bw York, Mew York 10016 
LY: JULIUS WINN, ESQ., 

of Counsel 


215 














V’c Itoii 

I 

ROBUST p„ F 15 L TON , having 

beon previously duly sworn, was examined and 
testified further as follows: ' 

EXAMINATION BY 

MR. KJNEN (CONTINt<K)» 

• Q f lr*. Pel ton, at the last deposition we 
discussed the production of the original of the Hxcerpta 
agrceatenc which you said you had in your office. Have 
you produced it? 

A *'’° - What I have here are the exhibits that I 
made, those pages ~~ 

0 without looking through that, what I would 
J.t.Kg yea *J:o rlo*"** # 

Lei: .no tell you what I have. This way we won't 
navo w-y probiena , I have certain pages which I have 
here v.itri me cc»day which for purposes of a motion before 
the court I have olarsifisc or characterized as exhibits, 
starting with Exhibit A through Exhibit I. 

v/Juu- you have iwr dad :ue are some pages of the 


agree. •& r; tv 


i\ Those are the pager, that I us 


e tor the 


,r. .■, .... o. .ii.- motion, tht: iiiocx Oat oetore the court. 

C: Lhich 'ft arc we talking u/jout? 

.u; ...s a tsoti-iii that concerns the defendants— 
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F Excerpta Medica? 

•MU. RICHARD G. LYON; Three of the foreign ' 

. 4 

companies, is it not? 

TilE WITNESS* Ho. Three corporations which 
are subsidiaries of Excerpta Mc.dica Foundation.- ' 

Q /ill right. We don't 'nave to go into detail. 

A When I say not foreign — that has nothing to do 
with the matter ve are talking about now except to the 
extent that there is a motion before the court as to 
jurisdiction. 

I 

Q Do you have a copy of uhe entire Excerpta 
Medics, agreement jn your office? 

A X stopped ir. over the weekend to. look and I couldn't 
find it. 

Q Who Marked , cu the bottom of this. Exhibit A, 

B, et cetera? In that your marking? 

A Yes- I said I marked it. 


Mil- KUNENt Mark as one exhibit the copy of 
the pages of the Excerpt a Medic a agreement which 
Mr. Felton has identified consisting of pages that 
he nutrked as Exhibits A through F to the agreement 
Oi. hep tarub..-.:-: 1), J.909 ; 7 pacyes of an amendatory 

agreement, .ill marked as Exhibit 0, dated January 
and three pages of an indemnity agree- 

4 

menu marked Exhibit II which indemnity agreement 








Felton 


is dated September 19, 1969; and two documents 

marked I with a page number 44 and a page number 

. • 

45. 

0 And before we mark it you say, Mr. Witness, 
that chose two Is'are part of the original agreement 
of September 19, 1969, is that correct? 

A Without having my notes, they ore in the office, 

I believe so. 

(Whereupon, the above described exhibit was 

marked as Defendant’s Exhibit 'll for identification) 

Q At the .-.act session o:J your deposition that 
I conducted we vrere talking about: a Von Eugen agreement 
that is an amendment in connection with the issuance 
of 7590 3 hares. Do you recf.ll that? 

A Yea. 

Q Taken from a copy of Exhibit- 11 — 

i 

T’lK WITNESS: Off the record. 

(---'•s-ssirr. osr t"-* rsccri) 

'j'ilh vJiTIiEf’S i Fisas© read the question. 

(The question was read} 

0. — I show you a page which you Xeroxed from 
the :•>.£..J. files and X ask you whether this document, 
v/h*c.i apparently part of a 19’I report, covers the 

7500 shares you referred tr? 
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A This is one* reference to the 7500 shares which were 
issued to Mr. Von Euccn. 


0 And you found that in the 10K report of the 
company >.n the files that you examined at the S.E.C.? 

a -Chis is one of uhe pages where reference is made 
to the 7500 shares. 


That you found whe; 


pages that I found 


hat I found 


he fore 


Prod Eugen" in 


your hantlw; 


supra the above described 


1 sey this, it also might be, I believe 
might, be another form such as an 8 F. 


n Paragraph 134 of your amended complaint 
iotjed "Defendant Lnfrents perrr.itted n@fr.ru 


y enxiance its balance sheet assets 
• .in effect stockrights, as the 


vis me 


i your 


legation of that 
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A 3y the way, sir, I just want to say this, just to 
make a point which I have never wade prior to this. 

For purposes of full disclosure here, I have not, I have 
not in any respect claimed attorney 3 work product in 
view of the face that I am the plaintiff pre se. What 
I want to say is this, theca is a certain pcint, though, 
whore a line has to be drawn. You have heard mv 


mony on previous cays 


gardiny the vario 


exhibit 


Basically wha.t you have i;e«. 
stock in itself, in ar.d of 


is this 


ithout the various 


rnrerenoes chat were drawn with the amendments and the 
various .other transactions involved here, was value on 


Co. at the same price as if the stock 


adily available fo 


'oj getting about the 


stockri^rvts 3 


presenting a price which 


could not be utilised bv E: 


Mt.dica if that was the 


3 to be used 


the stock 


say oven 


^ at nana, the unfairness of it is very 

evident and also the wdsloadingnosM of it in very evident. 

•ik. ilOivi.N: I wove to r.tr i>e ouc t.he "misleading" 
and I move to strike out the whole answer as not 1 
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responsive to the question. 

A You are asking me „h Q re I detainin' . this and I 

say based on all the inferences <u:d the intents of the 

parties plus also the fact that legended stock was 

set on the balance sheet of the company as bivalent 

to stock that would have been readily available and 
for sals. 

0 You have no idea what the stock was trading 
for at the time? 

A You are grguing with >ne. You asked me ,„y question 

"** *""*• 1 move to strike the answer again 

« X am asking you a simple question. You are 
again comparing pears and apples,. 

A That is it. There are pears and apples here on 
the balance sheet. 

« Will you stop arguing with me and answer the 

questioner * 

/ 

MR.-FELTON: 1 move tc- strike your -colloquy, 
i* 1 ashed you a question of how you arrived at 
an allegation that legended st-jok was in effect stock 

rights. That is all I asked you. Now, can you 
answer that or can you not? 

A Oh, yes. I believe I answered it already but I 
planned to go further if yon don't interrupt mo. 
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Q I have not interrupted you. Please answer 
that question without giving me a speech. « 

A *ou want a yes or no, is that it? Would you say 
then that in any descriptions I have given you up to 
now where 1 tried to give you a complete and fair 
statement where the answer does not behoove you or 
doesn't please you, you call it a speech. If yovuc 
questions are framed for yes or no •*— 

Q The court will pass on this. 

You are evading the question. 

A 1 am not evading it. 

Q I will pass on to something else. 

A i want to continue ra* answer without Interruption 
from you and then wn will have the court available 
for my complete answer. Ycu aslcod me what was the 
basis for the statement. 

0 That legended stock in effect was stock: right. 
That is a simple question. 

♦ 

A 1 didn't nay that. There ia more to it than that. 
It is not that iegended stock was in effect stockrlshts. 
My statement in l#,' which you read into the record, 
was that your client, the defendant Lafrents/ permitted 
JS. to materially enhance its balance sheet assets using 
legended stock, in effect stock righfcB as the purchaaa of 
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an asset at co3t. 

Firstly, I testified — 

Q X asked you a simple question. 

i 

A Yg3 . ... 

Q X asked you a question and X didn't ask you 
what you are trying to tell me. ibu are trying to make 
a speech about something X did .vat ask you. I asked you 
a simple question. 

A You read to <no 134. it wasn’t a simple question. 

0 X read it to you and asked you a question. 

A What wan your question? 

0 Hy question was do you want mo to take a 
half hour non’ to go back ar.d have her repeat it? 

A Rave ner repeat it anc have it put into the record 
then. 

(The record was road) 

Answer :ny question or we will let the court 


pass 
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it. 

That s s at 
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T, 

it 

4<e 
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transaction, as f inally disclosed i.m the fiscal 1972 
.LChv o?.3i Co. as for; the transactiaa between Von Eugen 

. f 

and the point of view just node, -just a moment ago., 
about the exchange of 7500 nharas, looting at just that 
one side of the transaction, a man, being Mr, Von Eugen 
in this case, being in titled to the $150,000 in April 
of 19 70, agrees to accept in a letter agreement dated 
June oil ’70 to have his rights to the payment of 
,y) which was not marie to him exchanged for 
30,000 shares of this legend.ed stock. 

I 

And in this egreament of June of 1970, having this 
.•50,000 shares approximately tv,c years later,accepts 
/e 00 sucres instead and the description of the trans¬ 
action. as in Exhibit 28 wheih you narked for identifi- 
catir .i whore in :u stated that Mr. ’on Eugen was issued 
tnosu snuret , that is the 7500 shares, in settlement of 

and ..n place or ai.* rights ha may have against registrant, 
that is 3i Co, • 

There is another point that I testified to the 


~th:: r < ^' t ^ wnereir. ;•.» tho same If.K there is a statement 


that Excerpta heriica Fouitlstion rights expired or 
te.r..vjin ceri , X dou'i have tie c_ words before me, 
during the fiscal •.ear It?;,. 

1 artharmora r Excerpta f io«l.,ca apparently claims 
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to have •'requested registration of those shares which 
ware refused and has not taken any action.on this to date 
-• hope ehic answers your question, sir. 

MP.. KUNi'.fl: x move to strike out the answer 

as not .‘responsive. 

Q You allege in Paragraph 13G of your amended 
coiitplainc "Defendant Excerpta Medica never required 
defendant 3i Co. to. repurchase <6,665 shares". 

Co you have any documents which you came 
across an ycvig investigation in any of the form lOKs 
which has any reference to whether or not Excerpta 
Medica over required defendant to repurchase the 
<i>,66o raaro-5 or what happened between the parties 
in count;ucion with it after the agreement, was signed? 
u A‘. the outset, sir, I would like to state that my • 
A.eadin.j A your answer, I believe, indicates that thin 
was admitted by Main Lafrents a Co. but furthermore I 
vouuo like to soy that the inferences and circumstances 
o£ i:h,i ^-atementc made in the 1572 fiscal year ’72 10K 
of 3i Co. and the — 

0 I a rt cn.ly asking you — 

h.; c. toe- inaction, the inaction of Excerpta Medica 

«..o t-_.... legal, acw.'.on baa fed '.hereon shewed the intent 
in exactly what — 
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MU. KUN.Mf7: :t wove to strike the answer 
as not responsive. : 

0 1 asl:Qd y° u to produce whatever documents cover 

that situation. 

A me only documents 1 have, air,are the excerpts of 
che -■-Ok which have previously been given to you. 

u> Previously marked on this subject? 

A I believe so. 

0 All right. That is ail. 

In, Paragraph 13? of your complaint you allege 
"That the aforesaid data bank licenses was worthless to 
uno cecendant n Co. and in fiscal 1972 defendant 3i Co. 
wrote off the million-dollar cost * s a complete loss." 

And cm x correct in assuming that that allegation ia 


'• 1 

1 

| 

!t> 

j! 3Uppo?;i4J ' 5 - by you ^ tastijaoay that you <r aV e in 

1 

- i 

-» 

i 

i 

i7 

j t ' 0m “ 0<:i0n with ^ar*sr»** S3 of the complaint when I 

‘ ■ i 

«« i 

i 

*•, • 

tu 

questioned you or, your allocation with record to your 

• 1 

i 

• j 

!» I 

cluim chat the cute neat license wes worthless to 

' j 

1 

10 

defendant 3i CO. and asked you wherever you used 

r 1 ; 

21 

“Worthless" in the complaint tuat testimony applied 

1 

22 

to ti e oensr allegations in the son plaint. 


A x fcuxxevo, my cocall.. my readlection is that you 
r.oferred to 13., the other day at the same time. 

Q All right, And tiiat testimony, whatever it was. 
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applies to that.? 

A Yes. 

0 Did you i„ your examination of tho documents 
at the S.E.C., A„ connection with that.data license, 
ascertain that the 3i Co. was given the exclusive right 
to market tho Kxeerpta Medic, data in the United States? 

* 1 rCally c “ , ' t say f - m sur «- I do know this, that 

in my readings of .the agreement, there were certain 

publications called E. M. Publications which,without 

referring to,the exhibits X have given you, I would 

really not be able, to give mere than Just a recall, 

but it seems to me that certain things, such as the 

1 were reserved, 'and not part of the ' 

transaction for Ji. 

.-.cservod to E. the groat and not to 3i. 

'-> I am asking you whether or not it isn't a 

fact that Excerpt. hecica cruntod an exclusive right 

UO . to tnSrk '£ u j j c ..... 1 ! .* - - - *t • . 

--u mer.LCcl information in the 

United States? 

A You are referring specifi w .ll r to the data bank? 
f .J Right. 

A believe that is so, 

I! had did you at that time, in your examination 
tio.,<_ records, ascertain that Excerpt. Medica was 
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a worldwide corporation? 

A -didn't 90 beyond the statements of the parties. 

Q What parties? 

A fixeerpta Medico and 3.1. 

0 What di,i yoo* investigation show? 

* ko *' Sfc V?/ - didn ■ t go beyond —- 

° Wliat lUd ;:ho3 ° statements of the parties show? 
Rid they show that, they were a w.lcwide organisation? 

A ” ith i:ha “vre-a^inen of all their tran sections. ' 

I rea.iy eidn't make a uaterniaatica — 

yo'u you rtadfj a dotenuina— 


t.ion -• 


A r..rtj.ly. o?. u unav: p.'i-t icvilar -juncture I wasn't 
cone.... i.a u a.-* rar as invr.seLc;afcion was concerned. 

vo ’■ c '" 0i,,v - attention to what their 
business v;ar»? 

A * cu pay attention. 

-e.1 . uuv -hue :;ey tuey had. Whether I went into 

** iy °' :tC;:V iiV/atfilyaUcil ' *«»“ 1 •'••hird party source, to 
la-ccruxne if their wore, absolutely correct. 


ycwe **e»J*Mon to what you read 

i x c ‘*' cLU ' : ^* >n vicdcj your investiga¬ 
tes *•'-* ‘• irc *' «*i* amended cosuolaint? 

ONLY COPY AVAILABLE 
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T* el to r. 

A *han you si-y "they" you are talking about Excerpta 
Madioa? 

0 Right. 

A Triat they col lucked information and that the in¬ 
formation that they collected — 

0 • Wliat kind of: in formation? 

A Medical or scientific literature which they stored 
and they were able to retrieve from their computers. 
Thac as at least what they said that they did. 

Q Is that fcue extern; of it? 

A lhoy referred to a no fiber oc journals that tliey 
followed ;-.nd — 

L dure ,ou < jiy reco.••lection of the number? 

A no, I don't, 

•’> A.l i right. Go right ahead, 

A it sully was interested in the facts and figures 
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0xJ t;w ' ;/ ^Ucuto, <^c example, that they had 
anout f>00 enpioyeos, oermawant employees, and seven 
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o.l tj-C'jf, ;Ln Wc'.jor cities throughout the world? 

A That could bo, but X didn’t, that didn’t really— 
./hat clo you reiroir.ber in chut regard™ - * 

A thac dicin’c really please rqad my answer. 

(The answer was road) 

A have me form any definite basis as to the 

validity of whatever they said. 1 was concerned in 
the facts and circumstances of those agreements and the 
in to ac of: tne parties. The only thing that really 
impressed juawa# & statement by one of their attorneys 
| W *° " , -A"c‘ practically out of business now 

I and ta&t Wiay hiiC fSu - c thoir assets to another company. 

ij ‘ war told tc 11(2 or ; J.;.y on-the telephone after 
X instituted suit against them. 

i 

Was trot the question J asked you? 


ill A.i<. i. jiiovt to strike cut the answer 
>s net responsive and woly voluntary information. 

you what jiou </l*caned from your 
oxaiui.nation from t!;v files of the y.K.c 
A You are asking again? 

..h&t .i-j i .* 1 j. ut.::id '."a . Now, if you have 
anytho. .j tr t-M tv that, adi it ...* 

A i.asicairy { as i *.'ay, X was interested in the 







circumstances and intent ox the parties in these 
tranaaotiona as it affected the finances of 3i. 

(• 3r. thin Exhibit 3.5 and the balance sheet that 
is attached cnereto, there in a statement "Data bank 
licenses, at cost- , (X) $1,028, 606? 

A V/nut. is your question? 

Q iji.ci y<,u notice that when you wont through 
the -S.fi.c* files? . 

A ! T or.;, steely. 

Q v/hs.u you want through the S.E.C. files 

for tin balance sheet for the year 1371 which was pre- 
prepar.?a ,, y Lybrand, tfoss Eros.- & Montgomery, you 
noticed, die. you not, as indicated by Exhibit 16B 
that for fch*'year 1971 they showed as an asset . data 
ban,. ... ca«.o-:s at cost loss accumulated amortization 
au *T.u o 30, 1971 of $8,303., Kobe 4, Schedule 7, and 

uhoy a figure of $1,016,303 in comparison to the 
Maxn Lx; .rents figure of $1,G2£,50S. 

•* •—CO«TiGC'C? 

- ^ - ..t.e -ho actual rej.ort oc '72, which you are 
rorex.. iiiij co in your question? 


1 '■ f xrnfcn&r. May 1 hoc that? 


3 was referring to Exhibit 16. 
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A Right. Yes. I J m glad you ssked me that question. 

MR. KUNEN: X move to strike out "X am glad 
you asked me that question '. 

Q Please answer my question without making any 
comments about being glad or sorry. Just answer the 
question and stick to tho line, please. 

A 1 will stick to the line to this extent. 

. You mentioned the accountants* certificate for the 
year J.971, that is why I said I was glad you asked me 
that. Because 1 wanted to put my answer to what you 
gave iue, 16B, in focus with what I requested which was 
the actual report or the year 1971, Exhibit 16, wherein 
in the ._por.. you referred to a:: part of your question 
as to Lybrand, Rons Bros, i riontgomery, the first para- 
gxapa ,,jf the certificate, a? you referred to it as a 
report„• wherein they stated ‘Wo did not examine the 
financial statements of 3i Co. and subsidiaries for the 

yaar ’ 5i ^ Juna 30 ‘ 197 °V weiesh statements were examined 
by other accountants". 

presumably, they’re relerrz.r.g to Main Lafrentz & 

Co. awl then they quote Em,,, the. report or certificate 

ox b.'»rrtiAi c:-: Co. (.reading! 
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Q Xu Paragraph 14>3 of your amended complaint 
you allege that for trie year ended ,/uno 30# 1970# 

Scientific Literature Corpts r at ion sustained a net 

^ # 

earnim/s io as. 


Where did you got that from? 

A At the outset I would like to point out that 
your answer on behalf of Hair. Lafrents 6 Co. admits 
this net earnings loss in. the amount of $i#055, Para¬ 
graph 26. 

Q ‘‘■'hat na?- that to do with my question? 

A 1 saia at. the outset# as part of my investiga¬ 
tion of f:ie S.b.c. f j. las r eir X. believe I previously 
htiVvi indicated# in itfo/ York anti Washington# and in 
reading to a secon :1 ariendnien t between li Co. and 
Scientific Li ter at. are Consn2.tants # in the background# 
and in the context of the fact or facts that I 
d j Lei mine.t i#. Kin Less lor uud Gocaldina Kessler owned 
a BUbotanv.iai amount of the ah area of Scientific 
Literature Consultants# Inc. and further that there was 
an employment agreement between these Kesslars and 3i 
for them no znanag? the Scientific Literature Corporation 
u/id xn view of tilts fact that the original agreement or 
agreer.iftUwS provide:'] for profits for the release of 
certain auares aold in escrow any additional shares 
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and in view of all that went before and all the otiler 
items that I have seen and found in my investigation, 
ae X previously testified, die inference was very strong 
that there was not the profits as anticipated by the 
parties, but & Io3s instead, especially in view of the 
xact that those shares were released at such a future 
date, I mean such a current date, whereas the parties 
themselves couldn't have continued and waited for the 
final result ana then mace a second amendment, 

MR. AifiJtbils I movo to strike the answer as 
not .responsive. 

v> My question to you was that you allege in 
your amended complaint that for the year ended June 30, 
1970, Scientific Literature Corporation sustained a net 
earnings ions. Aik. I asked you where you got that from 
your investigation of the files in the 5.E.C. 

A Vuv tacts and circumstances surrounding the timing 
of tiie transaction as far as the second amendment in 
the ljg.ii. of *-n^ fuor. that che Kasslers were substantial 
owuca.., o r. oho Sciontiric Literature Consultants stock 
ana also were in the manage Ul .* n t of 3 i, managing the 
BUJ 3 sxaxa:cy, Snientitic Literaturs Consultants for 3 i. 

X( Vou aJUe ff* s *hat they sustained a net earnings 


i loss. 
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where did y OU get the bears for stating that 
they sustained a not earnings loss? Did you see any 
figures? Did you see anything? 

A My inferences which proved to be correct. 

MR. KUKEN: i- novo to strike out "Which provec 
to be correct' - . 

° £ ‘ ian,t you ' in V°' u investigation, I as, look¬ 
ing at the papers, see a document which indicated that 
the .loss was $ 1 , 055 ? 

A Which papers? 

Aw paper.;, that, you examined at the S.E.C. 

A there wove ' di(ln ' - Pay attention, r didn’t 


see it. 


J ton mean you went, ahead and drew an ailogatio 
in the complaint , 118, that parties sustained a net 
earnings less without knowing what the net earnings 

loss was, without regard to the .mount of the loss? 

Is that what you did? 

Anowcx yen or no. You cun answer chat. • 

A i.iuhout regard to the amount, yes. 

o !o: I Phovr you a document which is port of 
«.e file that you produced hurt it is taken from the, 

OC.1 J.CiVG . ’2®i\ vvy« 

' ell- A0i» tor the year ended June 30, 1 970 , 

j» clh9. , \. VO Vi V/iif *i*}if'** i.w w i. i 

you wh'-uux tnat document doesn’t show that 
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the net earnings loss of Scientific Literature Company 
was $1,CSS? 

A Sir, you are a better accountant than I. You are 
correct. 

MR. KuNEN: Mark it. 

• (Document taken from file from 10K for 
year ended June 30, 1970, was marked Defendants' 
Exhibit 29 for identification) 

0 In the course of your investigation of the 
J.L.C. tileSj did .it come to your attention that during 
the year ended June 30, 1970, Scientific Literature 
Corporation had a pre-tax profit of in excess of $86,000? 
Did you ascertain that? 

A ?'•> Do you have figures to support that? 

' J - * i ' in ‘ ii0 - being examined at the moment. I am 
asking you some questions. 

A "ou ware kind enough to snow ir.o the other figure. 

I thought you might bo looking at some ether papers 
and might have me refer to that as well. 

ib coiua to your attention that this 
company was paying a good part of its pre-tax profits 
direcui/ v.o the 3 :l Co. for indirect, general administra¬ 
tive pc uses of that company as against the Scientific 


Company? 
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Yes or no? Did it cr didn't it? 

A I don't know what you mean. « 

f . ,? ‘ ‘ 

Q That the parent company charged Scientific 
as against their earnings a very substantial part of 
their earnings? 

A If it did, I didn't find that. 

0 And you, of course, knew that the report 
that Main Lafrente & Co. had certified to was a 
consolidated report? 

A Yes. » 

0 Of che 3i Co. for the year 1970? 

A Yes. 

Q In ParaGraph 149 of your amended complaint 
you allege that "Despite the aforesaid loss of earnings 
by Scientific Literature Corporation for the year ended 
June 30, 1970 and with the .aforesaid provisions of the 
aforesaid agreement as to the earnings of Scientific 
Literature Corporation to June 30, 1971, Defendant 3 i 
Co. entered into a "Second ilmencmant" dated November 
2. 1970, whereby the earnings paragraph of the original 
agreement was declared null and void and the additional 
«.60C shares of 31 Co. stool were issued to the 
shareholders of Scientific Literature Consultants, Inc." 


complaint? 


You made that allegation in the oinended 
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A Yes. 

Q When you went down to the S.E.C. and looked 
through their papers you found the notes of Main 
Lafrentz which I am going to show you in a minute which 
road "On Novejr.bor 2, 1970 r the company amended the 
agreement whereby it acquirer! Scientific Literature 
(SLC), a wholly owned subsidiary. The amended agree¬ 
ment released the company from certain restrictions 
in regard to the operations of SLC and required the 
company to issue to the former shareholders 44,600 
sharer; of Class A co.wuon stock which have been or could 
have ouen earned contingent. upon earnings of SLC. 

fhonc shares are reflected as outstanding 
in who nccowpa o.y :.rtg financial statements. in the opinion 
Oi. tiio coi.ipu.iy ,j1.c w.i.3 3. ?cf-leva -ho necessary earnings 
which would have entitled the sellar to receive those 

shares UflvJvsl' the original cgroav.ent. “ 

« 

That is contained in Exhibit 12 v;hich was a 
aocav.ent chat you produced a* part of Exhibit II when 
you investigated the files of the L'.E.C. 
fjid you. observe that? 


A off the rovJo.vd, 

.Liscusrji.an of t rkc record) 

A j’iie paragraph you read to wo is contained in 
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. ■ ••• , . :t vr* j./; 

V ■ *. * * * .yy •< »,*•' f.* 


the notes ns you say that have been prepared by Main 
Lafrentz & Co. 

•1 , The copy that you observed when you went 

down to the S.E.C.? 


A Jfe3. 


Q • And had before you when you drew the complaint? 
A Correct. 

• ft- 

• Q And didn't that give you a disclosure oi 

the circumstances of this situation? 

A What circumstanced? 

MR. ICUft/i Hi Withej;awn. 

" Despite chat stnlemont that you read, down 

A> - cha.S.E.C., you ..'till iiu.de the allegation in Para¬ 
graph 149 of your amended complaint? 

Pie us-? answer that yen or no. 

A f. considered t ie .Lest: of earnings to bo a contra¬ 
dict j.on to the note that you just read, 
o You considered what? 

A considered hoe loss of e timings as a contra¬ 

diction to the notes that you -jest read to me. We 
agreed to the extent, that there was a net loss of 
eamiingc ••for. the year ended Jure ?i), 1970. 

O Of how much? 

A vor the SLC ok $‘i.u3i>. Wc. agreed on that. 








rvvitoi> 


KoLii as your answer and what you pointt iut to me in 
a previous exhibit in come questions before. Now/ con¬ 
sidering that, and considering at the same time that a 
net loss for the year 1970, the fact that you have the 
second amendment whereby 44,000 shares, additional 
shares arc issued to the shareholders of Scientific 
Literacu.ro Consultants, seems co me, seemed to me to be 
in contradiction and 30 is the note that you read to 
me had also indicated the complete facts of the fact * 
that there a not e a mines loss, T feel that this 

n ° u ° y° u t r -"id to me would have ooen a full and 

complete di solosura, 

C . but the net oarniu.js loss’was contained in 
the 1CK that was filed with the S.E.C., was it not? 

* * Am ' r “ tcrt '* ncu i*> the complaint, reference— 

aS St " tvsa in ti,fc c ^^lai>it wider Paragraph 151, to wit. 
Defendant Lafrem.a failed to disclose in their certi- 
ficar.r s3 and reports the fact that Scientific Literature 
Corporation had sustained a loss or earnings for fiscal 
year 3.970 as applicaole to the aforesaid (Second amend¬ 
ment) between Defendants SiCo., Brodsky and Kessler. 

(1 J!‘.:j cU'’ft.iiO.i 1 ilxif ifeiift? ioeolo'ic U)i epor t. 

'i h3 a sacuj.'ities expert you know, do you not, 
that the 10K report requires.details of certain facts 
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which a ire not required in an annual report. 

Do you know that or do you not know that? 

•4 

A 1C will not answer your question because of the way 
it wa3 framed. I am not a securities expert. I have 
not claimed to be nor have I testified in any way in that 
regard. 

*. 

0 You have testified that you are an export in 
I0(b)5and an exper t in handling alba.se actions in connec¬ 
tion with 10(b). 5 . And in that connection I am asking you 
whether you knew or know that the 10IC requirements have 
certain schedules which request more detailed informa¬ 
tion from an auditor than is required to be set forth 
in an annual report* 

A 'la y. However, when v;a are referring to reliance 

. .. a*.e referring co the annual report, sir. We are not 
referring to the I0 t v v'hich is not available. It is 
available to the average investor but is not used by 
the average investor do far-as securities determination 
as to buy, sell or hold. 

*Jut the 1C.K report, is available to an analyst, 
is it notv .* . ■ 

A To analysts? Yes. 

,i Ana aiiaj.yi.fi,: arc the ones who make the 

determinations which affect cho market in connection 
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with tiie stock# isn't that correct? 


Yes or no? 


A UTien you say "make," you mean make exc.lu 3 ively • ] 

t' i 

or make as part of a movement of stock or_ - 

‘ • * i 

* r ) 

Q Put it your own way. ; 

A Putting it my way, the analysts, I am sure, refer 

» 

to more specific documents than the average investor 

will ever see in their lifetime. ; 

Q And the average investors rely on analysts, 
do they not? 

Vhat affects the market, doesn't it? 

A No. Tnxs is one part affecting the market. It | 

would be simple to say analysts affect the market, then j 

there would be no reliance on brokers' statements or j 

any other types of information including, as I previously * 
testified to, annual reports, if it were so simple. . i 

Ic seems to me if it were important enough to j 

describe in the 10K the fact that there was a loss and . | 

wnich you pointed out then, it coruainiy should have : t 

been part of uho footnotes or notes of the consolidated £ 
statement, in thin particular, in regard to the para- £ 

graph on which you have been questioning me. '* | 

0 Regardless of the amount? K 

A This was a complete destruction of the original ; ^ 
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agreement in eha sense, shall I believe, referring to 
it as characterizing it as null and void where you had 

a net oarMin * s lo3a ot $1,000, the agreement was super¬ 
seded by a second agreement whereby the parties agreed 
that cho earnings would be good, here, take 44,800 
additional shares of our stock, in a transaction between 
3i and substantial holders of its subsidiary, whereby 
the substantial holders of the subsidiary, the KqshW* 


col management in the sense 


chat they wo. 


running the 


x said bnfor, 


statement was coircained as co tne 


econd amendment or 


whatever 


cr.ujod, should have been 


amplified to i 


rtnermore the net earn 


v j, Wl conceufc, do you not, that the annual 

eport in the 10 K did di-.close the transaction with 


or tne 


emissions, with a material omission 




responsive to r.'ne question 


Oi. your answer 


V'.^ar co.iplaint is your con 
nko charges against 


ion item 
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Plain Lafrents & Co., is chat correct? 

A Read the question, please? 

(The question was read) 

A jfes, charges, allegations. 

0 And there are two things that you are talking 
about and only two things. 

One is the data bank which you have testified 
co and the other is the Scientific matter which we have 
drscussed this morning. Those are che only two charges 
chac you are yaking against Main Lafrents, isn't that 
correct? 


A ,wtd all who circumstances surrounding those two 
matters.. 


0. Aren't they the two subject natters that you 
are talking abort? 

A iSubject matter, correct. 

Q Ali. right, dow, you have, in Paragraph 161 o: 
the complain w alleged thoae two subject matters in 
varicus ways. 

In the ci.st sub-division after the colon, 
you allege it as a cailure to disclose,-right? 

A Tag entire faces. 

MR. K-JWtN: I move re strike "The entire 













C202£<*£ cr uj a. o a i-z o z c/> o? < o 


V. 




* jj 


Felton 


A at is in there, it says the failure to disclose 
the entire facts. 

0 The failure to disclose, you have already 
testified in this deposition as to where you contend 
there was a failure to disclose. And I am not going 
away from that. 

That is your contention.. . 1 don't agree 

with it. i think it is wrong. 3ut that is not the 

point. The point of the matter xs that in tha first 

two, that in,the colon and semi colon you have claimed 

* » 

an alleged failure to disclose with respect to those 
items, right? 

A The data banks, yes. 

1 * lc data bank is the first one and the 
•scientific.' Literature is the second one? 

A Ye 3 . 

Q Then you go on in the next colon and you say 

"Defendant Lafrentss aided and abetted in connection with 
the data bank"— 

x am not going uo read the whole thing. ; 

A All right. 

Iiw ' t A what Y?± base your allegations 
tha. ?4ain bafreuta aided ana abe .red and whom did they 
aio ana abet and how did they aid and abet? 


Il 




i'olt-.Oll 


A This I respectfully state to you is my work product 
and ac cho-s point I say this to you. ‘ 

I havo given you a line-by-line testimony as to 
the various allegations of the complaint. When you 
were going into 161 as? to my conclusion allegation 

statements, I sr.y at this time this is beyond the scope 
of this e;:cm. 

3 And you refuse to answer the question? 

is ngnt, on the ground that this is my work 
produce. A.'.l .the feeC3 up till Count 1, as it affects 
your company, which I have stated in this amended 
complain*:, I have; testified to completely and openly 
to tea best of my knowledge and understanding and belief. 

■' !<u to strike out.. "Completely 

and openly', because you know X don’t concede it 
arc. 1‘ don't, accept it. You have testified. 

hut I am asking you as tno plaintiff in this 


action to answer my question and you have declined to 


answer it. 


^ *' <-ri r.ey l say cl .is, that any questions, 

when you arc going into the various allegations of 
101, ahxtfi is the subject not of the facts but of 


what r. plan to prove, [ cay,, sir., are 


not facts merely 


but consist of my v/c<>! 


= proeg^y <j(^AHsfcEL£ 
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with all the documents-available to you and I have gone 
line-by-line with you on ©vary item of the complaint. 

/»t thin particular point X say with regard to 
items in 161, which is the specific count relating to 
your client Main Lafrent's, I decline to answer. 

Q .You gc on in the next semi-colon and you aay 
"Defendant Lafrents aided and abetted the misrepresenta¬ 
tions of the defendant 3i Co., Brodsky, Rxcerpfea Medica, 

;cn Ev; -" n ai ‘ id WcrrGn «o to the aforesaid agreement in 
order to defraud, deceive and mislead plaintiff and the 
class. And. I* ask ycu what :-o you base that statement 
on, allegation* 

< 5 uest Aora i elating to trio allegations in 161, 

S. must at this time advise you that this involves 
attorney's work product. 

nnd you rc-Cutio to answer any questions as 
to any of the allegations in chat aragraph with 
regard to aiding and abetting *» you have alleged it 
going beyond what 1 have raid to you? 

A You. 

g ncv asI * V° u the question — and you 

are go.mc/ co tails the same position, 1 take it, with 
rogetxa co your o.3 lorn Lions in-rat Defendant Lafrentz 
Knew or should have known of the alleged non-disclosure. 
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is that correct? 


A Mo. 


Mi<. WINN: Did you cay no or yes? 

Tlhi WITNESS: Kot completely 

| 0 What is the basis for you alleging that the 

| Dofencant- i-afrenta knew or should have known of the 
j! numbers — 

j 

A • At this time I was confused. I didn't know you 
|j were rererring to th ' 2 i3ajrc paragraph. So ir,y same 


objection is applicable. 


12 j Mk * i<u? * ?3i * J • , * 11 right. I press those 

13 | cuestions and wo will have to gat a ruling on it 

J4 j cK.well ay some of the ocher questions. 

;ii j 1 have no ^uvtiior questions, subject to what 

!G !j J l" aat said. 

j EXAMINATION By 

17 

MR. RICHARD G. LYON: 

10 j 

y | i ru. Willis asked you to produce some documents 

0 ° n thlS e5c * iraiaa tiou of you tn >d one of the items he asked 

I u }»J.OuUu._ vc/.c -he B:ccorpca todica agreements. You 

22 | PrCClUCCd tC<lay a !**•• from chose agreements 

, | ! WhiC ” !ti!V " ' oos “ :r ‘“ rk * : aK u; tor identification. 

, i ** yc,!! t0su ^ «•* rco Maldn’t find complete 

- j copies of the agreements in your office. 
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r/ | 
» 

16 

I 

19 | 

20 | 


Do yea havo any other pages in your office 
that you did not bring with you today? 

A .if. you recall, i just stated that I spout time 

over the weekend looking and I really haven’t been 

chid to find anything other than those pages there. 

So it is your testimony now that what lias 

been marked as Defendants' Exhibit 27 are the only 

documents you have ^rem tho Pv.«m'nfi ««. . < 

- nCl Rxcexpta Medica agreements? 

A Yes. But 1 also say that m a spirit of coopera¬ 
tion that X will jock again thin week and will ccrtainlj 
make, them available tc ycu and all those agreements, 

° L COUiSO " tac V‘.iges are from the s.E.C. files that I 
photostated in hashington. 

'* ltc ' wlllio ai.so atfcad you, and I think you 

60 ‘ w<a!,ce > oertain work .hoots related to 
another erliib.it. 

Dc you. have those work sheets with you today? 

A Yca f X do. Out I will give them to you tomorrow 
because we will t« adjourning to your office then. I 
will shew them to you now bet I will give them to you 
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make 
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tomorrow and voc 

can photostat 

them. 


I 

* *> 1 

At the Si»Yui» 

i 

C V/'cmid 

i-n so like to bring up 


1 

i4 j 

; co oa«:3 the fact 

1 

that you hava 

a;. 1 the original agree- 

• 

2b | 

ments und you i. vre 

going to 

m - copies of them. 
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tomorrow as well. 


I will show tharo to you now. 

JiR. LYON. I v;ou..d like to have them marked 
today if you don't rnind since I may have a , • . 

question o.c two on them. 

• Tim WITNESSi Sure. 

MR. L’iONs I would like marked as Defendants' 

Exhibit 30 for identification an 8-page document 

i... ->duc_a by i^r. i-eltoii, a handwritten document. 

(Eight-page dccvnent referred to above was 

as Defendant*’ E>:hlb:.t 30 for identification) 

C X£ '** h&Vb V° ne this before, Mr. Felton, 

*• apologise, 

TvJ iv-*• 1 was v.his uocar.ent prepared? 

A Franiay, 1 am ^ery honored that you call it a 
document. 

i was i-.xh .bLt prepared V 

A -Cilia is «y work rvhaet ,-r my reconciliation of ray 
brok^-age account, rhioh «•«« prepared aE i received 
my .**«<»*, to vait). *«..» «. , eKS the accuraoy of 
my brokerage account 3 . 

j. ; . ~«ir to sue co the t those were prepared 
jVCK * ■*' r *-°^ <:iirc - added to each time you received 


a statement from yotr broke*’ 3 











Felton 

A yes, there are certain itais such as interest and 

0tiWr lten,a u,ai: 1 kicted o« «» brokerage accounts. 
And But, is something similar to a reconciliation of 
your checkin^ dccount• 

m * LY0Nl 1 ha '* «o tacher questions. 

. HR. : x have none. 

(Whereupon, the examination was 
• at 3:40 P. «») 

"* •* 

Subscribed and sworn to before me 
this^^Jay rtj£& a * 9L X97'* 

- ,/p 


LEONA D. MerFiRLANE 
Hctary VnUir, Kt.no of New York 
Nn. in-wavci.'.o 

Qualified in N.imuii ('etnif 
fn Liptre Muck 30, IVCr^v 
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STATJ3 OF NEW YORK ) 

) r>u: 

COUNTY OF NEW YORK J 

T - / ISADORA 3. BORAK, Notary Public of the 
State of Hew York, do hereby certify that the foregoing 
deposition of ROBERT R. FELTON, wiis taken before me 
on the 15th day of October, 1973. 

The said witness was duly sworn before the 
commencement of hie testimony; that the said testimony 
was taKon stenographicall/ by myself and then transcribed. 

.fhe within transcript i? a true record of the said 
deposition. 

1 am noc connected by bleed or marriage with any of 
tne said parties, nor interested directly or indirectly in 
the matter in controversy, nor am I in the employ of any 
of the counsel. 

Tn wi tness whereof T. have hereunto set my hand and 
seal of office at. the County and state of New York, this 

LI d ay of OtA 1901 
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